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April 1, 2004

Dear Fellow Shareholder:

2003 was another difficult year for Oilgear. Business investment in capital equipment, sales in the /
fluid power industry and Oilgear’s shipments all lagged behind the recovery in the overall economy. A . o ,
bright spot is that conditions in our industry began to improve in the fourth quarter. . ' !
Net Sales and Orders e

Net sales for 2003 were $80,936,000, a 7.6% increase from sales of $75,300,000 in the prior year. We
reported a net loss. of $1,793,000 or $0.92 per diluted share for 2003, compared to a net loss of $5,479,000
or $2.81 per diluted share in 2002,

The comparablhty of sales from 2003 to 2002 is distorted by the effect of the weakened dollar. The
average exchange rate for the dollar in 2003 versus the Euro and British pound was down by 20% and 9%,
respectively, from 2002. After adjusting for the currency factor, sales for 2003 increased by 0. 8% when
compared to 2002. .

Oilgear’s domestic shipments increased 2.0% to $42,569,000 in 2003. Shipments of hydraulics in the
United States in 2003 were down 1.8% from 2002, according to data provided by the National Fluid Power
Association (NFPA). During the first half of 2003, we experienced a production problem with a key pump
line in our Fremont plant. This problem has been corrected, and in the process, a very good pump has
been made even better. While the problem was largely contained within our plant, it did result in reduced
shipments-in the first half of 2003. In spite of this production problem, our domestic shipments of piston
pumps grew by about 5% in 2003, while overall shipments of piston pumps in the U.S. declined, according
to NFPA data. Our target account program, which was launched in 2002, is achieving success and we
believe it will continue to generate new accounts. Our development program is closely aligned with this
target account program to ensure that we are focused on meeting real customer needs and providing
customized solutions for our customers. '

Sales in our European segment increased 20.8% to $28,402,000 in 2003. After adjusting for the effect
of currency changes, sales were off 0.5%. European sales for 2003 included about 47% of an approximately
$11,000,000 order received in 2002 for a custom engineered forging press. This order, which will not be
completed until 2005, is proceeding according to plan. In the International segment, sales decreased 0.4%
in 2003 to $10,015,000. :

Orders for 2003 totaled $80,336,000, compared to $84,417,000 in 2002. The backlog decreased to
$28,912,000 at December 31, 2003, from the backlog of $29,562,000 at the end of 2002. The comparability
of orders and backlog numbers for the two years is distorted by both the currency effect and by the
approximately $11,000,000 order received in mid-2002. Excluding these two factors, orders were up
approximately 3% in 2003.

-

anancial liesults

The net loss for 2003 included approximately $1,000,000 of expenses and charges related to the
production problem mentioned previously, $500,000 of charges related to inventory, receivables and fixed
assets in our international segment, and $300,000 in charges related to the downsizing of our labor force.
In spite of the production problem the gross profit margin improved in all three segments, resultmg in an
overall improvement in margin from 19.1% in 2002 to 23.1% in 2003.

Margin pressure in our industry continues to be a challenge. The Producer’s Price Index (PPI) for
fluid power rose 1.8% in 2003 and the PPI for non-aerospace pumps rose just 0.8%. We continue to focus
on achieving cost reductions through value engineering, outsourcing and improved productivity throughout
the company. As a result of our emphasis on controlling costs, employment levels and salaries charged to
selling, general and administrative expense declined in all segments. These improvements were more than
offset, however, by an increase of $1,200,000 from the effect of the weakened dollar, a $400,000 increase




in pension cost due primarily to declining interest rates, and significant increases in legal, audit and
insurance costs. The net loss was reduced by approximately $800,000 resulting from a change in the
income tax reserve based on our current estimate of exposure.

Rationalization of Facilities

During 2003, we entered into an agreement to sell our facility in Leeds, England, for 4,050,000 British
pounds. The sale is contingent upon our receiving government approval to convert the property to
residential use and upon our finding a suitable site for the relocation of our operations. We anticipate that
the zoning change will be accomplished in April of 2004. We are in the final stages of negotiation with- a
developer and expect to sign a lease for a new, smaller and more efficient facility in the next few weeks.
The existing Leeds property is on our books at zero value. As a result, when the sale is consummated,
which may not occur until 2005, it will generate a significant capital gain.

On September 26, 2003, we entered into an agreement for the lease of our facility in Longview,
Texas. The lease ends September 30, 2008 and the lessee is obligated to purchase the property on that
date or an earlier date specified by the lessee. Upon the sale, this transaction is also expected to yield a
capital gain.

Board of Directors

During the year, several actions were taken by your Board of Directors to improve our corporate
governance in accordance with the Sarbanes-Oxley Act. We have created a new nominating committee
made up entirely of independent directors. The nominating committee will seek out and consider
individuals to serve as directors of the company and will also make recommendations to the Board
regarding the composition of Board committees and the compensation of Board members. Messrs. Joyce,
Sipek and Misiak have agreed to be the initial members of this committee.

In addition, we modified the charter of the audit committee to strengthen and clarify its
responsibilities, enacted an enhanced Code of Conduct to provide specific requirements for directors and
executive officers, and implemented a procedure for any employee to communlcate directly with the audlt
committee regarding accounting matters. :

Outlook

As we begin 2004, business levels have definitely improved in the fluid power industry. Qilgear’s
orders for the first quarter of 2004 will exceed $25 million, an increase of about 9% over the first quarter
of 2003. During the first quarter, we received major orders for hydraulic systems for the aerospace, forging,
aluminum extrusion and steel industries. Domestic orders for piston pumps in the first quarter will be up
about 19% over the first quarter of last year and we have received a major component order for Ball
meters. In total, orders for the first quarter of 2004 will be up at least 25% over the first quarter of 2003
and the corporate backlog is near record levels. All of our plants are currently working overtime to keep up
with the increased demand. Operating at expanded rates is requiring additional working capital. We are
currently negotiating the terms of a new financing agreement. We expect to have a commitment for this
financing by the end of April, but this cannot be assured.

This positive outlook is tempered, however, by the fact that costs for health insurance, retiree benefits,

-liability insurance; legal and audit and Sarbanes-Oxley compliance continue to rise at double-digit rates.——

We believe that it will cost between $500,000 to $1,000,000 to develop the internal control documentation
now required of a public company. These mandated costs fall disproportionately hard on small public
companies like QOilgear. We will, of course, comply with these requirements and will strive to do so as cost
effectively as possible.



We are grateful for the ongoing support of our shareholders, employees, suppliers and customers. We
believe that better days are ahead.

Sincerely,

Davip A. ZUEGE
President and Chief Executive Officer

%
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PART 1

Item 1. Business

The primary business of The Oilgear Company (“‘Oilgear” or the “Registrant”; together with its
subsidiaries, the “Company”) and its subsidiaries is the manufacture and distribution of value engineered
fluid power components and electronic controls for a broad range of industrial machinery and industrial
processes. Oilgear was incorporated under the laws of Wisconsin in 1921. For additional information
describing the business of the Company, see Note 2, “Business Description and Operations” in the Notes
to Consclidated Financial Statements included in Item 8 of this report.

Principal Prbducts, Markets and Methods of Distribution

The Company’s products primarily involve the flow, pressure, and condition control and measurement
of liquids, which the Company refers to as Fluid Power. The Company provides advanced technology in
the design and production of Fluid Power components, systems and electronic controls. Its product line
includes hydraulic pumps, high pressure intensifier pumps, valves, controls, cylinders, motors and fluid
meters. The Company manufactures both radial and axial piston type hydraulic pumps in sizes delivering
from approximately 4 gallons per minute to approximately 230 gallons per minute at pressures ranging up
to 15,000 pounds per square inch. The intensifier pumps are reciprocating pumps operating at pressures up
to 60,000 pounds per square inch. The valves manufactured are pressure control, directional control, servo
valves and prefill valves for pressures up to 15,000 pounds per square inch. The Company’s pumps and
valves are controlled through the actions of manual, hydraulic, pneumatic, electric, and electrohydraulic
controls or control systems.

The Company offers an engineering and manufacturing team capable of providing advanced
technology in the design and production of unique fluid power components and electronic controls. The
Company’s global involvement focuses its expertise on markets in which customers demand top quality,

. prompt delivery, high performance and responsive aftermarket support. Our principal products include
piston pumps, motors, valves, controls, manifolds, electronics and components, reservoirs, skids, and
meters. They are used in disparate industries including primary metals, machine. tool, automobile,
petroleum, aerospace, civil, construction equipment, chemical, plastic, glass, lumber, rubber and food. The
Company strives to serve those markets requiring high technology and expertise where reliability, top
performance and longer service life are needed. The products are sold as individual components or
integrated into high performance systems. The Company supports responsive, high quality aftermarket
sales and flexible rebuilding services which include exchange, factory rebuild and field repair service, along
with customer training.

Domestic Segment.

The Company’s products are sold in the United States and Canada by sales engineers and by a
network of approximately 60 distributors. Sales engineers are located in Milwaukee, Wisconsin; Hot
Springs Village, Arkansas; Novi, Michigan; Cleveland and Piqua, Ohio; Dallas, Texas; Atlanta, Georgia;
Trenton, South Carolina; Mead, Washington; Melbourne, Florida; and Ajax, Ontario, Canada.

European Segment

The Company’s products are sold in Europe directly through 5 wholly-owned subsidiaries and by a
network of approximately 15 distributors. Sales offices are located in Leeds, England; Paris, France;
Hernani, Spain; Hattersheim, Germany; and Montirone, Italy.

International Segment

The Company conducts business outside of the United States, Canada and Europe by direct export
sales and through subsidiary operations providing sales, engineering, manufacturing and field services to
customers worldwide. The Company’s 100% owned subsidiaries are located in Taren Point, Australia;
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Taejon City, Korea; Nagoya, Japan; Pachuca, Mexico; and Campinas, Brasil. The Company also has a
51% owned joint venture, Oilgear Towler Polyhydron Pvt. Ltd, located in Belgaum City, India, and a 58%
owned joint venture operation located in Taipei, Taiwan, with both companies serving customers with
hydraulic products. In 2002, the Company acquired 100% ownership of Towler Enterprise Solutions Pvt.
Ltd located in Bangalore, India by purchasing the minority interests. This company offers a wide variety of
system automation and software products with references worldwide. In addition to the above, the
Company sells its products through distribution in selected countries.

Competition

The Company is a supplier of components for the capital goods industry. Vigorous competition exists
in this industry. The Company’s products compete worldwide against the products of a number of
domestic and foreign firms presently engaged in the industry, most of which have greater overall size and
resources than the Company. The principal methods of competition include price, product performance,
product availability, service and warranty.

Customers

No material part of the Company’s business is dependent upon a single customer or a very few
customers. .

Backlog

The Company’s backlog of orders believed to be firm as of December 31, 2003 was approximately
$28,912,000, a decrease of approximately $650,000 from the backlog of orders tas of December 31, 2002,
which was approximately $29,562,000. Except for a large contract to engineer, Eﬁild and start-up a custom
engineered hydraulic power unit with electronic controls (approximately $11,000,000 in total anticipated
revenue) used to power and control a forty thousand ton, open die forging press in central France, the
Company expects that substantially all other orders in the backlog will be filled in 2004. Approximately
47% of the revenue under the above large contract was recognized in 2003 and is not included in backlog
as of December 31, 2003. The Company anticipates that approximately 30% of the contract revenue will
be tecognized in 2004 and that the contract will be completed in 2005. The Company’s backlog is
significant to its operations but is not seasonal in any significant respect. Backlog is generally dependent
upon economic cycles affecting capital spending in the industries which utilize the Company’s products.

Raw Materials

~ Duririg tlie yéar, iron and steel castings, bearings, steel and other raw materials were generally
available from a number of sources, and the Company is generally not dependent on any one supplier.

Patents, Licenses, Franchises

The Company has a number of United States and foreign patents. It does not consider its business to
be materially dependent upon any patent, patent application or patent license agreement.

Research and Development

The Company’s research and development activities are conducted by members of its engineering staff
at its Milwaukee, Wisconsin and Leeds, England plants, who spend a substantial amount of their time on
research and development. The research and development expenditure for 2003 was $1,700,000. Due to
cost cutting programs, the Company decreased its research and development expenditures during 2002 to
approximately $1,600,000 from $2,100,000 in 2001. The Company’s product development efforts continue
to be focused in the expansion of its line of axial piston pumps and the customizing of products to suit
specific customer applications.
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Environmental Matters

To date, compliance with federal, state and local provisions which have been enacted or adopted
regulating the discharge of materials into the environment, or otherwise relating to the protection of the
environment, has not had any material effect on the capital expenditures, 'earnings and competitive position.
of the Company. The Company does not presently anticipate that compliance with such provisions will
have any material effect on its capital expenditures, earnings and competitive position in the future.

Employees ‘
At December 31, 2003, the Company had approximately 760 employees.

Seasonal Aspects of Business

The Company’s business is not seasonal to any significant extent.

Industry Segments and Principal Products

The individual subsidiaries of the Company operate predominantly in one industry, the manufacture
and distribution of fluid power systems and components for industrial machinery and industrial processes.
The Company also provides repair parts and service for most of the products it manufactures. See
“Principal Products, Markets and Methods of Distribution” above. The Company manages its operations
in three reportable segments based upon geographic area. Domestic is the United States, Canada and
certain exports serviced directly by the Domestic factories. European is Europe and International is Asia,
Latin America, Australia and Africa.

Segment Sales

For further information about the Company’s sales by segment, see Note 2, “Business Description and
Operations” in the Notes to Consolidated Financial Statements included in Item 8 of this report.

~ Financial Information About Geographic Areas

The Company’s revenues by geographic area are described in Note 2, “Business Description and
Operations” in the Notes to Consolidated Financial Statements included in Item 8 of this report.

Item 2. Properties
~ Domestic

Oilgear owns a one-story general office and factory building located on 20 acres of land at 2300 South
51st Street in Milwaukee, Wisconsin. This building is constructed of concrete, steel and brick and contains
approximately 276,000 square feet of floor space. In 2002, the Company closed its manufacturing plant in
Longview, Texas, constructed of concrete block and steel, which has approximately 44,000 square feet of
floor space and is currently leased to a third-party who has an obligation to purchase the property by 2008.
The Company leases a 141,000 square foot manufacturing facility on 14 acres of land located in Fremont,
Nebraska. For additional information regarding the lease of the Fremont, Nebraska facility, see Note 5,
“Long Term Debt” in the Notes to Consolidated Financial Statements in“[‘cluded in Item 8 of this report.
European - ‘

The Company’s Oilgear GmbH subsidiary owns a three level concrete block and steel building with
approximately 19,900 square feet in Hattersheim, Germany. This office and shop facility is constructed on
two acres of land and is subject to a mortgage. '

The Company’s Oilgear Towler Ltd. subsidiary owns a one-story manufacturing plant and two office
buildings constructed of concrete, steel and brick totaling approximately 52,000 square feet on six acres of
land in Leeds, England, and an additional prefabricated facility being used for document storage.
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The Company’s Oilgear Towler S.A. subsidiary owns a two-story manufacturing plant and office.
constructed of concrete and brick totaling approximately 20,000 square feet on approximately one acre of
land in Hernani, Spain. '

The Company’s Oilgear Towler S.A. subsidiary owns a 9,500 square foot office building constructed of
prefabricated steel materials located on approximately one-half acre of land in Paris, France.

The Company’s Oilgear Towler S.r.l. subsidiary owns a 16,790 square foot two-story prefabricated
concrete building on approximately one acre of land in Montirone, Italy. The facility is used to repair and
assemble customer equipment, as well as to house sales and service functions.

International

The Company leases facilities in all international locations except for the Company’s Oilgear Towler
Polyhydron Pvt. Ltd joint venture. The Company’s Oilgear Towler Polyhydron Pvt. Ltd joint venture owns
two plants; plant number 1 is a masonry, three story building with approximately 6,000 square feet on
approximately 13,000 square feet of land and plant number 2 is a one story, masonry building with
approximately 16,000 square feet on approximately 258,000 square feet of land.

PROPERTIES IN ALL SEGMENTS ARE MAINTAINED IN GOOD CONDITION AND ARE
ADEQUATE FOR PRESENT OPERATIONS."

Borrowings under the Company’s domestic and foreign loan agreements are collateralized by
substantially all the assets of the Company. For further information about the Company’s outstanding debt,

see Note 4, “Short-term Borrowings” and Note 35, “Long-term Debt” in the Notes To Consolidated
Financial Statements included in Item 8 of this report.

Item 3. Legal Proceedings
The Company is a defendant in several product liability actions, which it believes are adequately

covered by insurance, and certain other litigation incidental to its business, none of which is expected to
materially impact the Company’s operations or financial results.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of 2003.




Executive Officers of the Registrant

The names, ages, offices and positions held, and periods of service in their present offices, of all
executive officers of the Registrant are listed below. Except in the case of mid-term vacancies, officers are
elected for one-year terms at the Board of Directors meeting following the annual meeting of shareholders
each year.

. Offices and Positions Present Office
Name Age . Held with Registrant Held Since
David A. Zuege ........... 62  President and Chief Executive Officer; 1996(1)
Director; Member of Executive Committee
Hubert Bursch ............ 64  Vice President — European Operations; 1994(3)
’ Director
Robert D. Drake........... 49 Vice President — International Operations; 2000(5)
Director
Thomas J. Price ........... 60  Vice President — Chief Financial Officer 2000(2)
: and Secretary
Dale C. Boyke............. 33 Vice President — Marketing & Sales; ' 1997(4)
Director

. (1) Mr. Zuege has been a member of the Board of Directors since 1982.
(2) Mr. Price served as Vice President — Finance and Cbrporate Secretary from 1995 to 1999.
(3) Mr Bursch has'been a member of the Board of Directors since 1997.
(4) Mr. Boyke has been a member of the Board of Directors since 1998.

(5) Mr. Drake served as Director of International Sales from 1988 to 1996 and Vice President Asia/Latin
American Operations from 1997 to 1999.

PART 11

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

The Company’s common stock is traded on The Nasdaq Stock Small Cap Market under the symbol
OLGR. As of March 23, 2004, the number of record holders of the Company’s common stock was 463,

For additional information regarding the Company’s common stock and dividend payments, see
“Financial Condition and Liquidity” and “Quarterly Financial Information (Unaudited)” in Item 7 of this
report.

In 2002 and 2001, the Company sold an aggregate of 11,000 and 5,100, respectively, of shares of its
common stock (“Shares”) pursuant to the Company’s Key Employee Stock Purchase Plan, as amended
and restated September 6, 1990 (the “Plan”). The Shares were sold to officers and other key employees in
exempt offerings pursuant to Section 4(2) of the Securities Act of 1933, as amended. The purchase price
paid.for each Share was $7.92 and $9.75 for years 2002 and 2001, respectively, which was the market bid
price on the date of purchase. In payment thereof, each purchaser delivered two promissory notes to the
Company bearing annual interest at a rate of 5%. One of the notes, for one-half of the aggregate purchase
price, is payable in three equal annual installments due on the 2nd, 3rd and 4th February 28th after the
date of purchase. The other note, for the other half of the aggregate purchase price will be forgiven if none
of the Shares has been resold and the purchaser is still in the employ of the Company on the due dates,
which are the 4th, 5th and 6th February 28th after the date of purchase. '
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Equity Compensation Plan Information

The following table pfovides information about the Company’s equity corﬁpensatién plans as of

December 31, 2003:

Plan Category

Equity compensation plans approved by

security holders

Number of

Securities to

Issued Upon

Be Weighted-Average

Exercise Price of

Number of
Securities

Remaining Available
for Future Issuance

Under Equity

Equity compensation plans not approved

by security holders

Item 6. Selected Financial Data

5 Year Summary

Operations

Net sales

Net earnings (loss) ..

Basic earnings (loss)

per share

Diluted earnings

(loss) per share ...

Dividends per share . .
Capitalization

Interest bearing debt
Shareholders’ equity. .
Total assets
Book value per share

December 31st stock

Exercise of Outstanding Compensation Plans
Outstanding Options, (Excluding
Options, Warrants Warrants and Securities Reflected
and Rights Rights in the First Column)
.................... 125,482 $5.67 25,462
................. 0 — 0
125,428 $5.67 25,462
2003 2002 2001 2000 1999
.... $80,986,000 $75,300,000 $82,619,000 $92,318,000  $90,709,000
(1,793,000)  (5,479,000)  (1,704,000) 774,000 . 1,328,000
e (0.92) (2.81) (0.88) 0.39 0.67
(0.92) (2.81) (0.88) 0.39 0.67.
— — 0.14 0.28 0.28
$23,836,000 $23,195,000 $24,694,000  $23,331,000  $20,719,000
4,025,000 3,859,000 17,581,000 31,387,000 33,078,000
70,439,000 67,027,000 71,932,000 84,832,000 81,365,000
2.06 1.97 9.05 15.88 16.62
4.16 3.01 8.50 9.69

6.88

* The last sale price for the year in the Nasdaq Stock Market or the Nasdaq Small Cap Market, as -

applicable.



Ttem 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

2003 was a challenging year for the Company as the fluid power industry lagged the recovery in the
overall domestic economy for most of the year. This improved, however, with the anticipated rebound in
sales in the fourth quarter. The let loss for 2003 included approximately $1.8 million of expenses and
charges related to a production problem at one of our plants that has since been corrected, charges related

. to inventory, receivables and fixed assets in our International segment, and charges related to the
downsizing of our labor force. We believe our continued investment in new products and product
enhancements and our ongoing emphasis on reducing operating costs position the Company for
improvement during a sustained recovery in our industry.

Discussion of Results of Operations

Shipments, Orders & Backlog ' ‘ 2003 2002 2001
Netorders. . ...t $80,336,000 84,417,000 81,877,000
Percentage increase (decrease) ................ (4.8)% 3.1% (13.5)%
Net sales (shipments) ........................ 80,986,000 75,300,000 82,619,000
Percentage increase (decrease) ................ 7.6% (8.9)% (10.5)%
Backlog at December 31...................... 28,912,000 29,562,000 20,445,000
Percentage increase (decrease) ................ 22)% 44.6% (3.5)%

Although the domestic economy started to recover in 2003, the fluid power industry is lagging in that
recovery. Our net orders in 2003 decreased by 4.8% when compared to 2002. In 2002, our European
segment received a large order for approximately $11,000,000 to supply equipment on a new forging press
being installed in central France. This single order distorts the comparisons of orders between the periods
being reported. Excluding this individual order from the 2002 total, net orders for 2003 would have
increased by 9.4% when compared to 2002. Approximately 33% of the 2003 net orders were sold by our
European segment and therefore were subject to translation from Euros and British pounds into
U.S. dollars for reporting purposes, which further distorts the year to year comparison as the Euro and
British pound average exchange rate increased from their 2002 average by approximately 20% and 9%.
respectively.

When 2003 orders in each geographic segment are compared to 2002, the Domestic segment
increased by approximately 4.7%, the European segment decreased by approximately 23.7% and the
International segment increased by approximately 23.1%. The increase in the Domestic segment resulted
from an increase in custom engineered orders for integrated hydraulic and electrical products used on
extrusion presses and products used on the Atlas V rocket program in the aerospace industry. The large
order discussed above was the primary reason for the decrease in European orders in 2003. If that order is
taken out of the calculation, European segment orders increased by approximately 12.2% in 2003. Orders
for integrated hydraulic and electrical products used in aluminum extrusion and forging applications were
the reason for the 2003 increase in orders in the International segment.

Net sales increased by 7.6% when compared to 2002. When comparing 2003 net sales to 2002 by
segment, the Domestic segment increased by 2.0%, the European segment increased by 20.8% and the
International segment decreased by 0.4%. Excluding the effect of favorable foreign exchange rates on sales,
net sales for 2003 increased by 0.8% over 2002. The economic condition in the fluid power industry was
the primary reason net sales, measured in local currencies, remained relatively flat in 2003. Roughly 47%
of the approximately $11,000,000 forging press order entered in 2002 was recognized through net sales in
2003. The year end backlog was affected by all of the above mentioned factors. It decreased by 2.2%, or
$650,000, from the year end of 2002.

The large contract received in France was the primary reason for the 3.1% increase in net orders in
2002 compared to 2001. Without this contract, net orders would have decreased by 10.3% in 2002.

The continued low level of customer spending for capital goods in 2002 in the Domestic and
International geographic segments was the primary cause for an approximately 43% decrease in net sales
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from engineered construction contracts. This low level of spending caused the Domestic and International
segments’ 2002 net sales to decrease approximately 15.8% and 11.3%, respectively, from 2001. The weaker
dollar against the British pound sterling and the euro helped the European segment’s 2002 net sales to
increase by approximately 8.3% from 2001. '

Gross Profit 2003 2002 2001
Grossprofit .. ... $18,687,000 $14,389,000 $18,860,000
Gross profit margin . ........... ... ... 23.1% 19.1% 22.8%
Percentage increase (decrease) .................. 20.9% (16.2)%

The Gross profit increased by 20.9% in 2003 when compared to 2002 Gross profit margin also
increased in 2003 (from 19.1% to 23.1%) despite the approximately $1,000,000 of added costs incurred
from a manufacturing quality problem at our Fremont plant. By the end of 2003, that quality problem was
substantially alleviated. The cost savings from closing plants, outsourcing to low cost vendors, a favorable
union contract, the use of lean manufacturing techniques and a more favorable mix of products with
higher profit margins have all helped to improve the gross profit margin.

The large decrease in net sales in 2002, together with relatively high aggregate sales of products with
lower profit margins, were the primary reasons for the decrease in gross profit margin to 19.1% in 2002
from 22.8% in 2001. To offset the decrease in net sales, the Company reduced its labor force by
approximately 11% in total in 2002, including an approximately 15% decrease in the Domestic segment,
reduced pay to salaried workers, kept overtime pay to a minimum, outsourced items made in our factories
to lower cost vendors, installed lean manufacturing techniques in our factories, negotiated a more favorable
three year union contract, and in late 2002, closed our factory in Longview, Texas. These cost decreases
were partially offset by cost increases in healthcare benefits, insurance, energy, pénsion benefits and
unfavorable utilization variances created by the lower utilization of our production facilities.

Selling, General and Administrative Expenses 2003 2002 2001
Selling, General and Administrative Expenses ... ... $19,780,000 $18,979,000 $18,794,000
Less:
Research and development ...................... $ 1,700,000 $ 1,600,000 $ 2,100,000
Selling, general and administrative less research and

development ........... ... i 18,080,000 16,879,000 16,694,000
Percentage increase (decrease) ........ e 7.1% 1.1% ‘
Percentage of net sales ......................... » 22.3% 22.4% 20.2%

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES, less research and development,
increased by 7.1% or $1,201,000 in 2003. When the local foreign currency expenses were converied to US
dollars using the average 2003 exchange rate the expenses were approximately $1,200,000 higher than the )
" “expenses would have been if they were converted using the 2002 average exchange rate. This was the
primary reason for the increase in 2003. Another factor that increased these expenses in 2003 was the
approximately $400,000 increase in pension costs allocated to selling, general and administrative expenses.
These increases were partially offset by an approximately $249,000 reduction in charges related to various
headcount reductions and- other exit costs recorded in 2003 and 2002.

Selling, general and administrative expenses increased by 1.1% in 2002 compared to 2001. The
increase in expenses was caused primarily by cost increases in healthcare benefits, insurance and pension
benefits. In addition, the Company incurred $159,000 more in charges related to various headcount
reductions and other exit costs in 2002 than in 2001. These increases were offset by Company programs to
decrease expenses, which included downsizing the labor force, reducing pay to salaried workers, keeping
overtime pay to a minimum, and decreasing employee benefits. Translating stronger foreign currencies into
US dollars, the euro (up 17.8%), the British pound sterling (up 10.6%) and the average of all the other
foreign currencies in our International Segment (up slightly) increased 2002 operating expenses when
compared to 2001 and also offset the decreases made to operating expenses in 2002.
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Included in selling, general and administrative expenses are startup expenses and net losses of
approximately $800,000 for 2002 from OSL Offshore Machinery and Deck Systems (OSL). OSL is a
company we started to expand our oil and gas industry presence. On December 31, 2002 we acquired the
remaining interest in this company after absorbing 50% of the net loss generated by OSL in 2002.
Accordingly, we have consolidated OSL’s financial statements into our financial statements from the date
we obtained majority ownership.

The Company’s 2003 research and development expenses totaled $1,700,000 which was a $100,000
increase over 2002. These expenses were $1,600,000 in 2002 compared to $2,100,000 in 2001. Cost cutting
programs in 2002 were the primary reason for the change in 2002. The Company continues its
commitment to the design and manufacture of new and more efficient hydraulic products to gain new
customers and to new applications for the Company’s products.

INTEREST EXPENSE increased by approximately $75,000 in 2003 as the result of increased
interest rates compared to 2002 and decreased by $411,000 in 2002, primarily due to the decrease in
interest rates, compared to 2001.

INCOME TAX effective rates were (26.3%), 4.9% and 20.0% in 2003, 2002 and 2001, respectively.
In recent years, the Company has recorded income tax expense on losses before income taxes and minority
interest due to significant losses in the Domestic segment that are not benefited for tax purposes, coupled
with earnings and related income tax expense in the European and International segments. In 2003, the
reserve for income tax exposure items was reduced by approximately $800,000 to an amount supported by
~ the risk associated with the possible tax liability which is the primdry reason for the negative effective tax
rate. Changes in the valuation allowance were the principal reason for the fluctuation in effective tax rate
in 2002. Also see note 8 to the Consolidated Financial Statements for additional reconciliation of the tax
rates.

THE NET LOSS OF $1,793,000 for 2003 was primarily the result of approximately $1,000,000 of
costs related to the quality problems in our Fremont Factory, approximately $500,000 of charges relating
to inventory, receivables and fixed assets written off in our International segment and $296,000 of
employee termination and other exit costs.

THE NET LOSS OF $5,479,000 for 2002 was the result of decreased net sales, a higher proportion
of products with lower profit margins, employee termination and other exit costs of approximately
$839,000, increased health care costs, increased pension costs, increased insurance costs, $800,000 of losses
and startup charges for OSL, and increased competitive pressure due to a decrease in global capital
expenditures.

,Outlook

""" The fluid power industry data is starting to show signs of a recovery in the first two months of 2004.
Our net orders in the first two months of 2004 increased by approximately 8.8% compared to the first two
months of 2003, and our backlog at February 29, 2004 is at a near record level of approximately
$34,068,000, an incrEase of $5,156,000, or 17.8% since December 31, 2003. A weaker US dollar has
continued which should have a positive effect on net sales and gross margins in the European and
International segments. We have achieved substantial savings from cost cutting programs wé have initiated
during the past three years, (i.e. reducing employment, cutting salaries, reducing benefits and hours,
closing facilities in Longview, Texas, Novi, Michigan and Bedford, England, and lower cost outsourcing).
However, increasing costs for healthcare, pension, insurance, and legal, auditing and other Sarbanes-Oxley
compliance costs will offset part of the savings. As part of our cost reduction and efficiency improvement
efforts, we are in the process of downsizing our facility in Leeds, England and we expect to sign a lease to
move these operations to a smaller, more efficient facility. The lease will require the lessor to construct a
building per our specifications on an already approved site. The earliest we could move would be late in
2004. We have entered into a conditional contract with a developer to sell our existing facility for
4,050,000 British pound sterling. The contract is contingent upon receiving government authorization to
convert the property to residential use and for us to relocate to our new site. We anticipate that the zoning
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will be changed at a meeting with the zoning commission in Leeds scheduled for April 2004. The property
has a zero carrying value so the transaction may provide a significant capital gain.

Inflation and Changing Prices

- Oilgear uses the LIFO-method of accounting for 60% of its inventories and has reserves for obsolete
and slow moving inventory. Approximately 97% of the total assets of the Company reside in the United
States and Western Europe. These assets are in operation and have beeén maintained in good condition
through the years. Management beheves that 1nﬂat1on has not s1gn1ﬁcantly aﬁected the net earnlngs (loss)

reported by the Company. o

"Quarterly Financial Information (Unaudited)

2003 v First Second Third Fourth
Netsales.........covvvvvvnnnn... $20,214,000 $20,610,000 $18,785,000  $21,377,000
Netloss.......oovvvviiiinnein. (969,000) (176,000) (583,000) (65,000)
Basic loss per share of common stock (0.50) (0.09) (0.30) (0.03)
. Diluted loss per share of common T ‘

StOCK ... (0.50) (0.09) (0.30) (0.03)
Stock price low*. ................. 1.80 2.00 2.10 © 261
Stock price high* . ................ 5.20 2.70 3.41 5.03
2002 First Second Thid __ Fourth
Netsales..........coovvvvvvnnn.. $20,596,000 $18,738,000 $18,091,000 . $17,875,000
Net carnings (loss) ©.............. 24,000 (1,186,000)  (1,279,000) (3,038,000)
Basic earnings (loss) per share of ‘ ‘

common stock ................. 0.01 (0.61) (0 66) (1.55)
Diluted earnings (loss) per share of T :

common stock . .. ... ... 0.01 (0.61) (0 66) (1.55)
Stock price low*. . ................ 6.10 6.11 3.75 . 2.06
Stock pricje high* . ..., 9.00 7.50 615 3.85

* High and low sales prices in the Nasdaq Stock Market or the Nasdaq Small Cap Stock Market as
applicable.

Financial Condition and Liquidity

We signed an amended credit agreement in March 2004 which extended our credit agreement to
April 1, 2005 and set covenants for 2004 and the first quarter of 2005. The amended credit agreement
includes a term loan and a revolving line of credit facility. The term loan balance at December 31, 2003
was $7,983,330 with an annual interest rate equal to the greater of 6.0% or LIBOR plus,125 to 400 basis
points with payments equal to $125,000 per month. The basis points added to LIBOR are determined by
the ratio of funded debt to EBITDA, as defined in the agreement. The revolving line of credit has a bank
commitment of $12,000,000 at an annual interest rate equal to the greater of 5.0% or LIBOR plus 125 to
400 basis points. The amount available under the $12,000,000 bank commitment is limited by a formula
which is calculated on a weekly basis. The formula 1ncludes only eligible Domestic segment assets. These
assets include 80% of qualifying trade receivables and 50% of inventory (limited to $7,250,000). The
variable interest rate at December 31, 2003 was 5.2%. These loans are secured by ‘substantially all of the
Company’s domestic assets. The loan agreement contains various covenants that adjust over the term of
the agreement. The covenants in the new credit agreement include the following: we may not make capital
expenditures of greater than $1,200,000 for 2004; we must maintain a minimum cumulative amount of
EBITDA as defined in the agreement as of the end of each quarter in 2004; and we ‘must also maintain
cumulative monthly minimums of earnings and losses before income taxes and minority interest for 2004
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and the first quarter of 2005. The covenants were set taking into account both the Company’s expected
levels of capital expenditures and earnings for 2004 and early 2005 and the bank’s requirements for debt
service but there are risks and uncertainties that could result in a shortfall. If we do not meet the required
minimums, the loans could be accelerated, and the Company might not have sufficient liquid resources to
satisfy these obligations. The bank has waived all past covenant violations in connection with the extension
of the credit facilities.

. The Consolidated Balance Sheets present the Company’s financial position at year end compared with
the previous year end. This financial presentation provides information intended to assist in assessing
factors such as the Company’s liquidity and financial resources.

Working Capital : 2003 2002

Current assets. . ... SO $48,347,000  $44,117,000
Current Habilities .. ... oo e 20,929,000 17,428,0(_)0
Working capital . ....... oot e 27,418,000 26,689,000
Currentratio. . ................ S i 2.31 2.53

Working capital increased slightly in 2003, which was mostly due to the favorable affect from the
conversion of foreign currencies. The current ratio decreased to 2.31 at December 31, 2003 from 2.53 at
December 31, 2002. The increase in short term borrowings and an increase in accounts payable in the
United States were the primary reasons for the decrease in this ratio. The Company’s working capital ratio
is primarily driven by inventory values of $23,647,000 and $21,556,000 at December 31, 2003 and 2002,
respectively, which is not an easily liquidated asset.

Capitalization 2003 2002
Interest bearing debt ......... ... ... .. ... .. $23,836,000 -$23,195,000
Shareholders equity. . ... 4,025,000 3,859,000
Debt and equity . ........oovvvinnnn... I e P 27,861,000 27,054,000
Ratio .. e e 85.6% 85.7%

Long-term debt repayments have decreased interest bearing debt by $1,400,000 in 2003 but the
increases in short term debt and current installments on long-term debt increased interest bearing debt by
$2,041,000.

" Shareholders’ equity was negatively impacted during 2003 by (i) the consolidated net loss in 2003 of
approximately $1,793,000, and (ii) the fact that lower discount rates increased the equity adjustment for
minimum pension liability by $773,000. These negative items were more than offset by the effect of
foreign currency rate changes during 2003 brought on by a weaker US dollar which caused a $2,658,000
increase in total shareholders’ equity. ’

In the fourth quarter of 2002 the Company switched from the Nasdaq National Market to the
Nasdaq Small Cap Stock Market because of the decrease in the valuation of its stock. The Company’s
-common stock is traded under the symbol “OLGR”. Oilgear believes it is desirable for its emplayees to
have an ownership interest in the Company. Several programs that are described in note 9 to the
Consolidated Financial Statements support this concept.

In December 2000 the Company announced a stock buy back program for a total of 100,000 shares of
common stock during the following three years. The Company bought 660 and 44,507 shares in 2002 and
2001, respectively. No shares were repurchased in 2003.

The Company is currently negotiating the terms of new financing to replace its existing credit
agreement. The March 2004 amendment to the credit agreement requires a $100,000 fee if the Company
has not received a firm commitment for the new financing by April 30, 2004. We expect to obtain a firm
commitment on or before that date, but this cannot yet be assured.
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During 2003, the Company’s Leeds, England subsidiary negotiated a loan agreement with a local
British bank with an availability of 1,500,000 British pounds (approximately $2,675,000) to be drawn down
in two 750,000 pound tranches. The first tranche was taken in May 2003. The second tranche will be '
available when the Leeds planning commission changes the zoning of the Leeds property to residential.
The loan is secured by the existing land and building in Leeds, England and is to be repaid when the sale
of the Leeds property is closed. The interest rate applicable to this loan is LIBOR plus 2.25%, which was
6% at December 31, 2003. For more information about our efforts to sell the Leeds property see
“Outlook” above in this Section 7.

At December 31, 2003, the Company had approximately $2,675,000 of unused borrowings available
under its short-term and long-term credit facilities. Interest bearing debt increased by 2.8% ($641,000) at
December 31, 2003 compared with year end 2002. The cash was used to fund the working capital needs
and additions to property, plant and equipment. '

Net cash provided by operating activities was $2,062,000 in 2003 compared to $2,104,000 provided in
2002 and $1,179,000 provided in 2001. Depreciation and amortization have decreased by $491,000 and
$142,000 in 2003 and 2002, respectively, because additions to plant and equipment are decreasing.
Approximately $850,000 of cash was provided from trade accounts receivable in 2003 compared to
$3,088,000 in 2002. The increase in work-in-process inventory resulting from an increase in net sales
caused total inventories to increase and use $865,000 cash in 2003. The decrease in net sales in 2002
compared to 2001 was the primary reason cash was provided in 2002 and the decrease in customer
deposits offset accounts receivable and was the primary reason cash was provided in 2003. The decrease in
work-in-process inventory resulted from lower net sales and caused total inventories to decrease and
provided $3,335,000 of cash in 2002. Increased shipments in the fourth quarter of 2003 and slower
payment of accounts payable were the primary reasons for the $1,851,000 and $286,000, respectively, of
cash provided in 2003 and-2002. In 2003, the contracts using percentage-of-completion had more billings
and payments than accumulated costs and provided $1,333,000 of cash. Contracts using percentage-of-
completion had more accumulated costs than billings in 2002 causing billings, costs and estimated earnlngs
on uncompleted contracts to use $2,864,988 of cash.

Net property, plant and equipment was $19,895,000 at December 31, 2003 compared to $21,148,000
at December 31, 2002. Capital expenditures in 2003 were $1,046,000 compared to depreciation and
amortization of $3,068,000. Capital expenditures in 2002 were $1,368,000 compared to depreciation and
amortization of $3,559,000. The Company entered into operating lease agreements for approximately
$623,000 in 2002, primarily for capital equipment (mostly machines and tools for the Fremont and -
Milwaukee manufacturing facilities). In 2003, the Company did not enter into any bperating leases. On
September 26, 2003 the Company entered into a “Net” lease agreement with a company in Longview,
Texas for the lease of its Longview facility. The lease ends September 30, 2008, and the lessee is obhgated
to purchase the property on that date or an earlier date specified by the lessee

The Company did not declare or pay any d1v1dends in 2003 or 2002.

The following table provides information as of December 31, 2003 with respect to the Company’s
known contractual obhgatwns

Payments Due by Period

- Less Than More Than
Contractual Obligations . Total 1 Year 1-3 Years 3-S5 Years 5 Years
Long term debt and éapital
leases ...... ... . . $21,653,000 $2,067,000 $18,973,000 $ 613,000 $ 0
Operating leases . ........ 6,798,000 2,571,000 3,290,000 914,000 23,000
Total ................ $28,451,000 $4,638,000 $22,263,000 $1,527,000 $23,000

The Company has approximately $4,000,000 and $7,900,000 in open bank guarantees, letters of credit
and insurance bonds covering our performance of contracts and down payment guarantees to our customers
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in the European and International segments at December 31, 2003 and 2002, respectively. There are no
other off-balance sheet arrangements.

Critical Accounting Policies

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions for the reporting
period and as of the financial statement date. These estimates and assumptions affect the reported amounts
of assets and liabilities, the disclosure of contingent liabilities and the reported amounts of revenues and
expenses. Actual results could differ from those amounts. A more complete description of our accounting
- policies is presented in note 1 to the Consolidated Financial Statements.

Critical accounting policies are those that are important to the portrayal of the Company’s financial
condition and results, and which require management to make difficult, subjective and/or complex
judgments. Critical accounting policies cover accounting matters that are inherently uncertain because the
future resolution of such matters is unknown. The Company believes that critical accounting policies
include accounting for percentage-of-completion contracts, accounting for allowances for doubtful accounts
receivable, accounting for pensions and accounting for inventory obsolescence.

Accounting for contracts using percentage-of-completion requires estimates of costs to complete each
contract. Revenue earned is recorded based on accumulated incurred costs to total estimated costs to
perform each contract. Management reviews these estimated costs on a monthly basis and revises costs
and income recognized when changes in estimates occur. To the extent the estimate of costs to complete
varies, so does the timing of recording profits or losses on contracts.

Management is required to make judgments, based on historical experience and future expectations,
as to the collectibility of accounts receivable. The allowance for doubtful accounts represent allowances for
customer trade accounts receivable that are estimated to be partially or entirely uncollectible. These
allowances are used to reduce gross trade receivables to their net realizable value. The Company records
these allowances based on estimates related to the following factors: (i) customer specific allowances;

(ii) amounts based upon an aging schedule; and (iii) an estimated amount, based on the Company’s
historical experience, for issues not yet identified.

Our accounting for pension benefits is primarily affected by our assumptions about the discount rate,
expected and actual return on plan assets and other assumptions made by management, and is impacted
by outside factors such as equity and fixed income market performance. Pension liability is principally the
estimated present value of future benefits, net of plan assets. Pension expense is principally the sum of
" interest and service cost of the plan, less the expected return on plan assets and the amortization of the
difference between our assumptions and actual experience. The expected return on plan assets is calculated
by applying an assumed rate of return to the fair value of plan assets. If plan assets decline due to poor
performance by the equity markets and/or long-term interest rates decline, as was experienced in 2002 and
2001, our pension liability and cash funding requirements will increase, ultimately increasing future pension
expense.

Inventories are stated at the lower of cost or market value and are categorized as raw materials,
work-in-progress or finished goods. Inventory reserves are recorded for damaged, obsolete, excess and slow-
moving inventory. Management uses estimates to record these reserves. Slow-moving inventory is reviewed
by category and may be partially or fully reserved for depending on the type of product and the length of
time the product has been included in inventory.

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 143,
Accounting for Asset Retirement Obligations (“SFAS 143”). SFAS 143 requires the Company to record
the fair value of an asset retirement obligation as a liability in the period in which it incurs a legal
obligation associated with the retirement of tangible long-lived assets that result from the acquisition,
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construction, development and/or normal use of the assets. The Company also records a corresponding
asset that is depreciated over the life of the asset. Subsequent to the initial measurement of the asset
retirement obligation, the obligation will be adjusted at the end of each period to reflect the passage of
time and changes in the estimated future cash flows underlying the obligation. The Company adopted
SFAS 143 on January 1, 2003. The adoption of SFAS 143 did not have a material effect on the
Company’s financial statements for 2003, ‘

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with.Exit or
Disposal Activities (“SFAS 146”), which addresses financial accounting and reporting for costs associated
with exit or disposal activities and supersedes Emerging Issues Task Force (“EITF”) Issue No. 94-3,
Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring). SFAS 146 requires companies to recognize costs
associated with exit or disposal activities when they are incurred rather than at the date of a commitment

" to an exit or disposal plan. In addition, SFAS 146 establishes that fair value is the objective for initigl—~- ———— -~

measurement of the liability. SFAS 146 is effective for exit or disposal activities initiated after
December 31, 2002. The adoption of SFAS 146 did not have a material effect on the Company’s financial
statements for 2003.

In November 2002, the EITF issued Issue No. 02-16, Accounting for Consideration Received from a
Vendor by a Customer (Including a Reseller of the Vendor’s Products) (“EITF 02-16”), effective for
fiscal period beginning after December 15, 2002. EITF 02-16 requires cash consideration received form a
vendor be recognized in the customer’s financial statements as a reduction to cost of sales, unless certain
limited conditions are met. If these specific requirements related to individual vendors are met, the
consideration is accounted for as a reduction in the related expense category, such as selling and
administrative expense. The adoption of EITF 02-16 did not have a material effect on the Company’s
financial statements for 2003. o

In December 2003, the FASB issued a revised Interpretation No. 46, Consolidation of Variable
Interest Entities (“Interpretation 46R”), which addresses how a business enterprise should evaluate
whether it has a controlling financial interest in an entity through means other than voting rights and
accordingly should consolidate the entity. Interpretation 46R replaces Interpretation No. 46, Consolidation
of Variable Interest Entities, which was issued in January 2003. The Company will be required to apply
Interpretation 46R to interests in variable interest entities (“VIE™) created after December 31, 2003. For
variable interests in VIEs created before January 1, 2004, the interpretation will be applied beginning on
January 1, 2005. For any VIEs that must be consolidated under Interpretation 46R that were created
before January 1, 2004, the assets, liabilities and noncontrolling interests of the VIE initially would be
measured at their carrying amounts with any difference between the net amount added to the balance
sheet and any previously recognized interest being recognized as the cumulative effect of an accounting
change. If determining the carrying amounts is not practicable, fair value at the date Interpretation 46R
first applies may be used to measure the assets, liabilities and noncontrolling interest of the VIE. The
adoption of Interpretation 46R is not expected to have a material impact on the Company’s financial
statements.

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity (“SFAS 150”). SFAS 150 established standards for how an
issuer classifies and measures certain financial instruments with characteristics of both liabilities and
equity. It requires an issuer to classify a financial instrument that is within its scope as a liability (or an
asset in some circumstances). An issuer previously classified many of those instruments as equity. The
Statement is effective for financial instruments entered into or modified after May 31, 2003, and otherwise
is effective for interim periods beginning after June 15, 2003. The adoption of SFAS 150 did not have a
material effect on the Company’s financial statements for 2003. '

14



Cautionary Factors

The discussions in this section and elsewhere contain various forward-looking statements concerning
the Company’s prospects that are based on the current expectations and beliefs of management. Forward-
looking statements may also be made by the Company from time to time in other reports and documents
as well as oral presentations. When used in written documents or oral statements, the words “anticipate”,
“believe”, “estimate”, “expect”, “objective”’, and similar expressions are intended to identify forward-
looking statements. The statements contained herein and such future statements involve or may involve
certain assumptions, risks and uncertainties, many of which are beyond the Company’s control, that could
cause the Company’s actual results and performance to differ materially from what is expected. In addition
to the assumptions and other factors referenced specifically in connection with such statements, the

following factors could impact the business and financial prospects of the Company:

+» Factors affecting the economy generally, including the financial and business conditions of the
Company’s customers, the demand for customers’ products and services that utilize the Company’s
products, national and international events such as those of September 11, 2001, the current
hostilities in the Middle East, and other threats or acts of terrorism.

* Factors affecting the Company’s financial performance or condition, including, restrictions or
conditions imposed by its current and prospective lenders, its ability to complete the expected new
financing arrangement described above, tax legislation, unanticipated restrictions on the Company’s
ability to transfer funds from its subsidiaries and changes in applicable accounting principles or
environmental laws and regulations.

+ Factors affecting percentage of completion contracts, including the accuracy of estimates and
assumptions regarding the timing and levels of costs to complete those contracts.

» Factors affecting the Company’s international operations, including relevant foreign currency
exchange rates, which can affect the cost to produce the Company’s products or the ability to sell
the Company’s products in foreign markets, and the value in United States dollars of sales made
and costs incurred in foreign currencies. Other factors include foreign trade, monetary and fiscal
policies; laws, regulations and other activities of foreign governments, agencies and similar
organizations; and risks associated with having major facilities located in countries which have
historically been less stable than the United States in several respects, including fiscal and political
stability. :

+ Factors affecting the Company’s ability to hire and retain competent employees, including
unionization of the Company’s non-union employees and changes in relationships with the
Company’s unionized employees.

» The risk of strikes or other labor disputes at those locations that are unionized which could affect
the Company’s operations.

+ Factors affecting the fair market value of the Company’s common stock or other factors that would
negatively impact the funding of or the value of securities held by the employee benefit plans.

» The cost and other effects of claims involving the Company’s products and other legal and
- administrative proceedings, including the expense of investigating, litigating and settling any claims.

« Factors affecting the Company’s ability to produce products on a competitive basis, including the
availability of raw materials at reasonable prices.

» Unanticipated technological developments that result in- competitive disadvantage and create the
potential for impairment of existing assets.

The Company undertakes no obligation to publicly update or revise any forward-looking statements,
whether as a result of new information, future events or otherwise.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Market Risk Management

The Company is exposed to market risk stemming from changes in foreign exchange rates and
interest rates. Changes in these factors could cause fluctuations in earnings and cash flows. The Company
has significant foreign operations, for which the functional currencies are denominated primarily in the
euro and British pound sterling. As the values of the currencies of the foreign countries in which the
Company has operations increase or decrease relative to the US Dollar, the sales, expenses, profits, assets
and liabilities of the Company’s foreign operations, as reported in the Company’s Consolidated Financial
Statements, increase or decrease accordingly. If foreign exchange rates would have been collectively 10%
weaker against the US dollar in 2003, the net loss would have increased by approximately $5,000.

The Company’s debt structure and interest rate risk are managed through the use of fixed and floating
rate debt. The Company’s primary exposure is to United States interest rates (see notes 4 and 5 to the

"Consolidated Financial Statements). A 100 basis point movement in interest rates on floating rate debt

outstanding at December 31, 2003 would result in a change in earnings (loss) before income taxes of
approximately $210,000.

The Company occasionally uses forward contracts to reduce fluctuations in foreign currency cash flows
related to third party material purchases, intercompany product shipments and intercompany loans. At
December 31, 2003, the Company had no open forward exchange contracts.
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Item 8. Financial Statements and Supplementary Data

CONSOLIDATED STATEMENTS OF OPERATIONS AND SHAREHOLDERS’ EQUITY
THE OILGEAR COMPANY AND SUBSIDIARIES

Years ended December 31, 2003, 2002 and 2001
2003

2002

2001

OPERATIONS

Net sales (note 2) $ 80,985,844

$ 75,300,172

$ 82,619,055

Cost of sales (notes 3and 12)....... ... .. . iiiiiiinn... 62,298,547 60,911,063 63,758,840
Gross profit. ..o e 18,687,297 14,389,109 18,860,215
Selling, general and administrative expenses (note 12) .........: 19,780,261 18,478,454 18,794,090
Operating income {(10SS) . ... ov ittt (1,092,964) (4,089,345} 66,125
Interest eXpense . ..o vttt e 1,329,487 1,254,504 1,665,798
Other non-operating income, net (note 7) ..................... 96,978 179,147 214,698
Loss before income taxes and minority interest. ................ (2,325,473)  (5,164,702)  (1,384,975)
Income tax expense (benefit) (note 8) ....................... (610,998) 253,401 276,637
Minority interest . .........c.v it e 78,956 60,489 42,199
A e $ (1,793,431) § (5,478,592 $§ (1,703,811)
Basic weighted average outstanding shares..................... 1,955,898 1,951,136 1,946,599
Diluted weighted average outstanding shares ................... 1,955,898 1,951,136 1,946,599
Basic loss per share of common stock......................... $  (092) § (2.81) § (0.88)
Diluted loss per share of common stock....................... $ (0.92) - $ $ (0.88)

(2.81)

"SHAREHOLDERS” EQUITY T
" Common stock (note 9) Ty St 871,990,783

Capital in excess of par value (note 9) .......:............... 9,497,906
Retained earnings (note 9)

Balance at beginning of year ......... ... .. . i, 16,505,044
Net loss. . ... S (1,793,431)
Cash dividends declared ($.14 per share in 2001) .............. —
Loss on sale of treasury stock ......... ... . .. ... oL (10,129)

$ 1,990,783

9,497,906

22,020,109
(5,478,592)

(36,473)

$ 1,990,783 -~
9,497,906

24,020,074
(1,703,811)
(271,921)
(24,233)

Balance at end of year $ 14,701,484

$ 16,505,044

$ 22,020,109

Treasury stock (note 9)

Balance at beginning of year ............. .. .. .ol $ (305,192) § (433,814) $ (128,207)
Purchases of 660 and 44,507 shares in 2002 and 2001, respectively — (4,950) (396,315)
Sales to employee benefit plans of 2,500, 13,836 and 10,728 shares

in 2003, 2002 and 2001, respectively..............ooooii. ... 20,105 133,572 90,708
Balance atend of year ..........c.unieiiiiiiiiiiae $ (285,087) $ (305,192) § (433,814)
Notes receivable from employees (note 9):
Balance at beginning of year ........ ... ... . . L $ (161,055) $ (144,956) $ (187,200)
Sales under employee stock purchase plan..................... (87,120) (49,725)
Payments received/forgiven on notes .......... ... ... ... 64,819 71,021 91,969
Balance atend of year ........... ... ... oo $ (96,236) $ (144,956)

Accumulated other comprehensive loss:
Foreign currency translation adjustment:

Balance at beginning of year $ (2,412,015)

$  (161,055)

$ (4,301,650)

$ (3,326,735) -

Translation adjustment ........... .. ... it 2,657,917 1,889,635 (974,915)
Balance atend of year ........ ... .. . $ 245902 $ (2,412,015) $ (4,301,650)
Minimum pension liability adjustment:

Balance at beginning of year ........... ... .. ..ol $(21,256,099) $(11,047,000) $ (480,000)
Minimum pension liability adjustment ........................ (773,330) (10,209,099) (10,567,000)
Balance atend of year ........... . .. ... il (22,029,429) (21,256,099) (11,047,000)

Total shareholders’ equity

$ 4025323 § 3,859,372 § 17,581,378

See accompanying notes to consolidated financial statements.
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CONSOLIDATED BALANCE SHEETS

THE OILGEAR COMPANY AND SUBSIDIARIES
December 31, 2003 and 2002

2003 2002
ASSETS
Current assets:
Cash and cash eqUIvVAlENtS ... ... .. it $ 6235975 $ 4,126,006
Trade accounts receivable, less allowance for doubtful receivables of $250 000 and $259,000
in 2003 and 2002, respectlvely ................................................... 15,475,564 14,948,015
Costs and estimated earnings in excess of billings on uncompleted contracts (note 3)....... 1,317,695 1,963,655
Inventories (NOLE 3) .. .. ettt i e e e e 23,646,649 21,555,858
Prepaid EXPeNSES ...\ttt e e e e e 930,918 670,132
Other current assets........ e e e e e e 740,075 853,532
TOtal CUITENT B8SEES .o\ttt ittt ettt et ittt ia e ettt e ettt 48,346,876 44.117,198
Property, plant and equipment, at cost (notes 4 and 5) .
AN e e e e e S 1,144,305 1,001,932
BUildings . .. e e 12,500,053 11,770,132
Machinery and equipment. . .. ...ttt e e 50,674,237 50,403,018
Drawings, patterns and Patents . ... ... ouirt et e e e 5,867,277 5,505,539
70,185,872 68,680,621
Less accumulated depreciation and amortization . .......... ..o i i 50,290,460 47,532,145
Net property, plant and equipment .. ... ... oottt 19,895,412 21,148,476
Other assets (NOtE 9) ... .u .ttt e it e e 2,196,449 1,760,858

$ 70,438,737 $ 67,026,532

Current liabilities:

Short-term bOITOWIRES (MO8 4) . .. o\ttt ittt $ 2,182,892 $§ 454,091
Current installments of long-term debt (note 5) ... .. ..o 2,067,019 1,754,576
Accounts payable . ..o e e T E e T e 8,248,978 5,909,813
Billings in excess. of .costs and esnmated earnings on uncompleted contracts (note 3. 933,905 282,052
CUStOmET dePOSIES .« ..ttt e e e e e 1,424,442 2,564,181
Accrued compensation and employee benefits ....... . ... .o i 2,917,263 2,557,508
Other accrued expenses and income taxes (notes 8 and 12) ... ... ....... ... oiiiii... 3,154,741 3,906,164
Total current liabilities . ......... .. i e 20,929,242 17,428,385
Long-term debt, less current installments (note 5) ... ... 19,586,095 20,985,913
Unfunded employee retirement plan costs (note 9) ... ... 15,844,771 13,767,971
Unfunded post-retirement health care and life insurance costs (note 9) .......... e 8,200,000 9,100,000
Other noncurrent Habilities . .. ..ot 916,158 1,026,699
Total Habilities .. ... i i i i e 65,476,266 62,308,968
Minority interest in consolidated subsidiaries ............. ...ttt . 937,148 858,192

Commitments and contingencies (notes 9 and 11)
Shareholders’ equity (notes 5 and 9):
Common stock, par value $1 per share, authorized 4,000,000 shares; issued
1,990,783 shares in 2003 and 2002; outstanding 1,957,898 and 1,955,398 shares as of

December 31, 2003 and 2002, respectively ... ..couvrtiirri i 1,990,783 1,990,783
Capital in excess of par value .. . ... . o i e 9,497,906 9,497,906
Retained earnings........ B 14,701,484 16,505,044

26,190,173 27,993,733
Deduct:
Treasury stock, 32,885 and 35,385 shares as of December 2003 and 2002, respectively . . .. (285,087) (305,192)
Notes receivable from employees for purchase of Company common stock. ... (96,236) (161,055)
Accumulated other comprehensive loss:
Foreign currency translation adjustment ....... ... ... i i 245,902 (2,412,015)
"Minimum pension lability adjustment (note 9) . ........ i i i (22,029,429) (21,256,099)
(21,783,527). (23,668,114)
Total shareholders” €qUItY . .. v vv v tn ettt et et v e e e 4,025,323 3,859,372

$ 70,438,737 $ 67,026,532

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

THE OILGEAR COMPANY AND SUBSIDIARIES
Years Ended December 31, 2003, 2002 and 2001

2003 2002 2001

Cash flows from operating activities:
NEE L0SS . . vt e $(1,793,431) $(5,478,592) $(1,703,811)
Adjustments to reconcile net loss to net cash provided by
(used in) operating activities:

Depreciation and amortization . ...................... 3,068,034 3,559,347 3,701,070
Compensation element of sales of common stock and .
treasury stock to employees and employee savings plan 42,482 52,830 58,899
Deferred income taxes......... ..., _ (94,000) {20,000)
Minority interest in net earnings of consolidated
subsidiaries ................ e 78,956 60,489 42,199
‘Change in assets and liabilities: '
- © "Trade accounts receivable ... ... ... T oL T 849,825 3,088,423 1,220,640 - -
Inventories ...................... e (865,473) 3,334,569 (394,920)
Billings, costs and estimated earnings on uncompleted
COMTACES ..\ttt it it et 1,332,894 (2,864,988) 3,441,730
Prepaid expenses . ...........c.c i (177,963) (88,131) 12,211
Accounts payable . ........... ... ... i 1,851,167 /285,501 (2,258,424)
Customer deposits . .......oiviiiniiiniiin... (1,414,718) 969,595 (275,176)
Accrued compensation ............ .o 14,158 445,035 (679,352)
Other,net ........... ... ... . ... i i, . (924,275)  (1,165,736)  (1,965,676)
Net cash provided by operating activities .................. $ 2,061,653 $ 2,104,342 $ 1,179,390
Cash flows used by investing activities:
Additions to property, plant and equipment .............. (1,046,833)  (1,367,890)  (1,770,954)
Net cash used by investing activities . ..................... $(1,046,833) $(1,367,890) $(1,770,954)

‘Cash flows provided (used) by financing activities:
" Net borrowings (repayments) under lin€ of Credit™ ™~ =~ ™7 "7 © 77 0 mmr s e e
ABTEEMENLS . ...ttt ittt e 1,561,752 (5,193,835) 4,862,847

Borrowing (repayment) of long-term debt ............... (3,021,218) — (3,915,025)
Proceeds from issuance of long-term debt .............. , 1,876,102 3,610,728 473,413
Dividends paid ......... ... .0 — — (271,921)
Purchase of treasury stock ............................ — (4,950) (396,315)
Payments received on notes receivable from employees . . .. 32,317 28,167 49,818
Net cash provided (used) by financing activities............ $ 448953  $(1,559,890) § 802,817
Effect of exchange rate changes on cash and cash equivalents § 646,196 $ (47,279) § (316,472)
Net increase (decrease) in cash and cash equivalents ....... 2,109,969 (870,717) (105,219)
Cash and cash equivalents:
At beginning of year ............... ... ... . ..., 4,126,006 4,996,723 5,101,942
Atendofyear ..... .. .. . $ 6,235,975 $ 4,126,006 $ 4,996,723

Supplemental disclosures of cash flow information:

Cash paid during the year for: '
Interest . ... .. e $ 1,341,065 $ 1,279,499 $ 1,704,170
Income taxes .............. .. $§ 154265 $§ 121,826 $§ 390,036

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

THE OILGEAR COMPANY AND SUBSIDIARIES
Years Ended December 31, 2003, 2002 and 2001

2003 2002 2001
NEEIOSS .+ e ve e et $(1,793,431) $ (5,478,592) $ (1,703,811)
Other comprehensive income (loss):
Foreign currency translation adjustment ....... 2,657,917 1,889,635 (974,915)
Minimum pension liability adjustment ........ (773,330) _(10,209,099) _(10,567,000)
Total comprehensive income (loss) ............. ~$ 91,155 $(13,798,056) $(13,245,726)
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THE OILGEAR COMPANY AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2003, 2002 and 2001

(1) Summary of Significant Accounting Policies
(A)‘ Consolidation

These consolidated financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America. They include the accounts of The Oilgear Company
and its subsidiaries {Company), including two joint ventures (one in India in which the Company has a
51% interest and one in Taiwan in which the Company has a 58% interest). During 2002, the Company .
acquired the minority interest in the second Indian joint venture that existed at December 31, 2001. Also
during 2002, the Company obtained two new 100% owned subsidiaries, OSL Offshore Systems and Deck
Machinery and Oilgear Towler Japan Company. These transactions were immaterial to the Company’s
consolidated financial statements. All significant intercompany balances and transactions have been
eliminated in consolidation.

(B) Foreign Currency Translation

All assets and liabilities of foreign subsidiaries are translated at the exchange rate prevailing at the
balance sheet date and all income and expense accounts are translated at the weighted average exchange
rate during the year. Translation adjustments are not included in determining net loss, but are a
component of accumulated other comprehensive loss in shareholders’ equ1ty Gains and losses resulting
from foreign currency transactions are included in net loss.

(C) Cash Equivalents

For purposes of the statements of cash flows, the Company considers all highly liquid debt
instruments purchased with an original maturity of three months or less to be cash equivalents. Cash
equivalents tetaled approximately $1,315,000-and $876,000- at- December 31, 2003 .and 2002, respectively,
and consisted pnmanly of money market funds, commercial paper and short-term U.S. Government
securities.

(D) Inventories

Inventories are stated at the lower of cost or market. Cost has been calculated on the last-in, first-out
(LIFO) method for the majority of the domestic inventories. For the balance of inventories, cost has been
calculated under the first-in, first-out (FIFO) or average actual cost methods. Market means current
replacement cost not to exceed net realizable value. Reserves for obsolete and slow moving inventory are
charged to cost of sales.

(E) Property, Plant and Equipment

Property, plant and equipment are stated at cost. Depreciation on plant and equipment is calculated
on the straight-line method over the estimated useful lives of the assets. Estimated useful lives range from
20 to 40 years for buildings, 5 to 15 years for machinery and equipment and 5 to 17 years for drawings,
patterns and patents.

The Company reviews long-lived assets for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. The Company evaluates
recoverability of assets to be held and used by comparing the carrying amount of an asset to future net
cash flows expected to be generated by the asset. If such assets are considered to be impaired, the
impairment to be recognized is measured by the amount by which the carrying amount of the assets
exceeds the fair value of the assets. Assets to be disposed of are reported at the lower of the carrying
amount or fair value less costs to sell.
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THE OILGEAR COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(F) Revenue Recognition

The Company recognizes revenue on construction contracts on the percentage-of-completion method.
Revenue earned is recorded based on the percentage of costs incurred to internal engineering estimates of
total costs to perform each contract. Contract costs include all direct material, labor, and those indirect
costs related to contract performance. Changes in performance, conditions, and estimated profitability,
including those arising from contract penalty provisions and final contract settlements, may result in
revaisions to costs and income and are recognized in the period in which the revisions are determined.

- Losses are recognized at the time a loss is projected. Revenue is recognized on sales of products under
arrangements other than percentage-of-completion contracts upon shipment to the customer, which is
when the risk of ownership passes.

(G) Stock Option Plan

The Company measures compensation cost for stock options using the intrinsic value-based method.
Compensation cost, if any, is recorded based on the excess of the quoted market price at grant date over
the amount any employee must pay to acquire the stock. The Company has evaluated the pro forma
effects of using the fair value-based method of accounting and, as such, net loss, basic loss per share of
common stock, and diluted loss per share of common stock would have been as follows:

2003 2002 2001

Netlossasreported........cooiiiiiiiiinnnn.. $(1,793,431) $(5,478,592) $(1,703,811)
Add: Stock-based compensation expense included in _ ‘

reported net loss, net of related tax effects ....... C— — —
Deduct: Stock-based compensation expense

determined under fair value-based method, net of :

related tax effects... .. ... ... ... L 30,346. 36,738 36,015
Pro forma 0SS o ve et . $(1,823,777) $(5,515,330) . $(1,739,826)
Basic loss per common share: : :
Asreported ... ... . . (.92) (2.81) (.88)
Proforma ......... .. ... . it (.93) (2.83) (.89)
Diluted loss per common share: ' :
AS TEPOTIE . . . oot e (.92) (2.81) (.88)
Proforma ......... ... ... i (.93) (2.83) (.89)

The fair value of the Company’s stock options used to compute pro forma net loss and loss per share
disclosures is the estimated fair value at grant date using the Black-Scholes option pricing model with a
risk-free interest rate equivalent to 3 year Treasury securities and an expected life of 3.5 years. The
Black-Scholes option pricing model also used the following weighted-average assumptions: 2003-expected
volatility of 43% and expected dividend yield of 0%; 2002-expected volatility of 31% and expected dividend
yield of 0%; 2001-expected volatility of 23% and expected dividend yield of 2%. Option valuation models
require the input of highly subjective assumptions, including the expected stock price volatility. Because
the Company’s options have characteristics significantly different from traded options, and because changes
in the subjective input can materially affect the fair value estimates, in the opinion of management the
existing models do not necessarily provide a reliable single value of its options and may not be
representative of the future effects on reported net earnings or the future stock price of the Company’s
common stock. For purposes of pro forma disclosure, the estimated fair value of the options is amortized
to expense over the option’s vesting period. :
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"THE OILGEAR COMPANY AND- SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(H) Foreign Currency Exchange Contracts

The Company recognizes derivatives as either assets or liabilities in the balance sheet and measures
those instruments at fair value. Derivative financial instruments are used by the Company principally in
managing its foreign currency exposure. The Company periodically enters into forward foreign exchange
contracts to hedge the risk from changes in fair value to unrecognized firm purchase commitments. These
firm commitments generally require the Company to exchange U.S. dollars for foreign currencies. The
Company does not hold or issue derivative financial instruments for trading purposes. The Company did

‘not have any forwar'_d foreign exchange contracts at December 31, 2003 or December 31, 2002.

(I) Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities

-are recognized for future tax consequences attributable to differences between the financial statement

carrying amounts of existing assets and liabilities and their respective tax bases, and operating loss and tax
credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income. in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in earnings
(loss) in the period that includes the enactment date.

(J) Research and Development Costs

Research and development costs are charged to selling, general and administrative expenses in the
year they are incurred. Total research and development expense was approximately $1,700,000 in 2003,
$1,600,000 in 2002, and $2,100,000 in 2001.

(K) Use of Estimates

Management of the Company has made a number of estimates and assumptions relating to the
reporting of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the
consolidated financial statements, and the reported amounts of revenues and expenses during the reporting
period to prepare these consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America. Actual results could differ from those estimates.

(L) Earnings (Loss) Per Share

Basm earnings (loss) per ‘share (EPS) is computed by dividing net earnings (loss) available to
common shareholders by the weighted-average number of common shares outstanding for the period.
Basic EPS does not consider common stock equivalents. Diluted EPS reflects the dilution that would
occur if common shares that participated in the net earnings of the Company were issued upon the
exercise of dilutive employee stock options. The computation of diluted EPS uses the “if converted” and

“treasury stock” methods to reflect dilution.

The weighted-average number of shares outstanding used in calculating basic EPS was 1,955,898 in

2003, 1,951,136 in 2002, and 1,946,599 in 2001. The weighted-average number of shares outstanding used
in calculating diluted EPS was 1,955,898 in 2003, 1,951,136 in 2002, and 1,946,599 in 2001. No difference

is.reflected in 2003, 2002, or 2001 because the inclusion of potential common shares related to optlons

-would be anti- dxlutlve—-- e T e

(M) Reclass:ﬁcattons

Certain amounts as originally reported in 2002 and 2001 have been reclassified to conform with the
2003 presentation.
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THE OILGEAR COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(2) Business Description and Operations

The Company manages its operations in three reportable segments based upon geographic area.
Domestic is the United States, Canada and certain exports serviced directly by the domestic factories.
European is Europe and International is Asia, Latin America, Australia and Africa.

The individual subsidiaries of the Company operate predominantly in the fluid power industry. The
Company offers an engineering and manufacturing team capable of providing advanced technology in the
design and production of unique fluid power components and electronic controls. The Company’s global
involvement focuses its expertise on markets in which customers demand top quality, prompt delivery, high
performance and responsive aftermarket support. Qur products include piston pumps, motors, valves,
controls, manifolds, electronics and components, cylinders, reservoirs, skids and meters. Industries that use
these products include primary metals, machine tool, automobile, petroleum, construction equipment,
chemical, plastic, glass, lumber, rubber and food. The Company strives to serve those markets requiring
high technology and expertise where reliability, top performance and longer service life are needed. The
products are sold as individual components or integrated into high performance applications. The Company
also supports responsive, high quality aftermarket sales and flexible rebuilding services which include
exchange, factory rebuild and field repair service, along with customer education.

The accounting policies of the segments are the same as those of the Company as described in note 1,
except that segment financial information is presented on a basis that is consistent with the manner in
which the Company disaggregates financial information for internal review and decision-making. Segment
net sales are attributed to the subsidiary from which the product is sold. In computing operating income
" (loss) by segment, no allocations of corporate expenses, research and development costs (R&D), interest
expense, non-operating income, income taxes or minority interest have been made. Identifiable assets of
the European and International segments are those assets related to the operations of the applicable
subsidiaries. Domestic assets consist of all other operating assets of the Company except for corporate
assets, which are principally assets used in the Company’s research and development facilities.

Geographic segment information is as follows:

Sales to Unaffiliated Customers 2003 2002 2001
Domestic........... e e e $42,569,000 $41,739,000  $49,582,000
Buropean. ... ...t e --28,402.000 23,508,000 21,703,800 - - -
International ............... P 10,015,000 10,053,000 11,334,000
Total ... e $80,986,000  $75,300,000  $82,619,000
Intersegment sales

Domestic. ... ..o e $ 6,916,000 § 6,278,000 $ 6,828,000
European........ ... i 689,000 411,000 1,053,000
Operating income (loss) :

DomestiC ... e e $ 111,000 $(2,076,000) $ 1,713,000
European........ ... i 857,000 299,000 181,000
International . .. ... e e 197,000 (254,000) 648,000
Corporate expenses, including R&D ...................... (2,258,000)  (2,058,000) (2,476,000)
Total ..o $(1,093,000) $(4,089,000) $ 66,000
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THE OILGEAR COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Sales to Unaffiliated Customers . 2003 2002 2001
Identifiable assets

Domestic................... e $33,043,000 $32,780,000 $40,886,000
BUuropean . . ...ttt e 28,928,000 26,037,000 22,719,000
International . .......................... e 6,654,000 6,308,000 6,481,000
COTPOTALE .« ettt e e 1,814,000 ~ 1,902,000 1,846,000
Total ... e . $70,439,000 $67,027,000 $71,932,000
Depreciation and amortization

DOmMEStIC . . et $ 2,081,000 §$ 2,546,000 § 2,753,000
BUTOPEAN . . o o\ttt et et e e e e 531,000 629,000 559,000
International . ... ... ... .. . . . 129,000 89,000 119,000
COTPOTALE .« .ttt ettt et 327,000 295,000 270,000
Total ................ R AT $ 3,068,000 $ 3,559,000 $ 3,701,000
Capital expenditures

DOmMestiC . . oo e $ 656,000 $ 518,000 $ 454,000
e T 115,000 204,000 848,000
International . . ...ttt 37,000 295,000 132,000
Corporate ...........ccouvvun.. P 239,000 351,000 337,000
Total Lo e $ 1,047,000 $ 1,368,000 § 1,771,000
Net sales by country

United STALES . ..o\ ee e et $35,866,000  $36,700,000  $44,946,000
Other. ... e .. 45,120,000 38,600,000 37,673,000
Net sales ....... L O $80,986,000  $75,300,000  $82,619,000
Net sales by accounting method

Contracts using the percentage-of-completion method . ... ... $17.348,000 $12,248,000  $21,584,000
Contracts using the completed contract method ............ 63,638,000 63,052,000 61,035,000
Net SaleS . oottt e e e $80,986,000  $75,300,000  $82,619,000

(3) Inventories

Inventories at December 31, 2003 and 2002 consist of the following:

2003 2002
Raw materials. .. ... .o $ 2,850,348 § 3,177,375
Work in process . . ... FE 17,414,515 16,003,824
Finished goods ....... ... . . i 4,420,786 3,880,659
24,685,649 23,061,858
CLIFO 1eServe .« oo e (1,039,000) (1,506,000)
Total ........ RPN $23,646,649  $21,555,858

Inventories stated on the LIFO basis, including amounts allocated to uncompleted contracts, are
valued at $14,192,000 and '$12,567,000 at December 31, 2003 and 2002, respectively. The remaining
inventory is stated on the FIFO or average cost basis.
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THE OILGEAR COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

During 2003, 2002 and 2001, LIFO inventory layers were reduced. These reductions resulted in
charging lower inventory costs prevailing in previous years to cost of sales, thus reducing cost of sales by
approximately $695,000, $502,000 and $505,000 below the amounts that would have resulted from
replacing the inventory at prices in effect at December 31, 2003, 2002 and 2001, respectively.

A summary of costs and estimated earnings on uncompleted contracts at December 31, 2003 and
2002 is as follows:

7 2003 2003
Costs incurred .. .... SRR L $ 8274274 . $ 2,783,784
Estimated earnings thereon. ... ..... ... ... ... . ., 2,364,172 1,139,878
| 10,638,446 3,923,662
Lessbillings todate. ... ... (10,254,656)  (2,242,059)

$ 383,790 § 1,681,603

Costs and estimated earnings in excess of billings on uncompleted

COMITACES © o\ttt ettt e et e e et e e e e $ 1,317,695 $ 1,963,655
Billings in excess of costs and estimated earnings on uncompleted
COMETACES & ottt ettt et e e e e e e e e $  (933,905) $ (282,052)

$ 383790 § 1,681,603

(4) Short-Term Borrowings

" Both the Company’s Indian joint venture and 100% owned Indian subsidiary have $200,000 bank lines
of credit. Short-term borrowings under these lines of credit amounted to approximately $343,000 and
$316,000 at December 31, 2003 and 2002, respectively. Current borrowings under these lines of credit bear
interest ranging from 16.0% to 18.0% as of December 31, 2003. The Company also has a 500,000 British
Pound Sterling European line of credit that bears interest at the bank’s base rate plus 2% (5.8% as of
December 31, 2003). Short-term borrowings under this line of credit amounted to approximately $500,000
and $138,000 at December 31, 2003 and 2002, respectively. These lines of credit are collateralized by
substantially all assets of the applicable Indian joint venture, Indian subsidiary and European subsidiaries,
respectively.

During 2003, the Company received a 750,000 British Pound Sterling short-term borrowing. This
amounted to approximately $1,340,000 at December 31, 2003. The interest rate was 6.0% at December 31,
2003. This line of credit is collateralized by the Company’s Leeds, England property.
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THE OILGEAR COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(5) Long-Term Debt
Long-Term Debt Consisted of the Following:

2003 2002
Notes payable tobanks . ......... ... . it $ 7,983,330  $10,500,000
Revolving Loan Agreement/Line of Credit ..................... 11,274,492 9,479,647
Industrial Revenue Bonds . ........... .. ... i 1,600,000 2,000,000
Note payable to a municipality, due in monthly installments
through January 2006 at 4.2% per annum .................... 122,176 177,182
Mortgage notes of German subsidiary in annual installments
through 2008 at interest rates ranging from 4.3% to 4.8% per
0 1111002 o P 281,994 267,335
Capital leases ... ..ot e 45,946 164,806
Ot . oo e 345,176 151,519
21,653,114 22,740,489
Less current installments. . ..o oo ie it 2,067,019 1,754,576
Long-term debt, less current installments . ...................... $19,586,095  $20,985,913

During 2003, the Company extended its credit agreement to October 15, 2004, which included a term
loan and revolving line of credit facility. The term loan balance at December 31, 2003 was $7,983,330 with
an annual interest rate equal to the greater of 6.0% or LIBOR plus 125 to 400 basis points with payments
equal to $125,000 per month. The basis points added to LIBOR are determined by the ratio of funded
debt to EBITDA, as defined in the agreement. The revolving line of credit has a bank commitment of
$12,000,000 at an annual interest rate equal to the greater of 5.0% or LIBOR plus 125 to 400 basis points,
The amount available under the $12,000,000 bank commitment is limited by a formula, which is
calculated on a weekly basis. The formula includes only Domestic segment assets. These assets include
80% of qualifying trade receivables and 50% of inventory (limited to $7,250,000). The variable interest
rate at December 31, 2003 was 5.2%. The Company is required to pay a commitment fee of .375 of
1% per annum on the unused portion of the $12,000,000 commitment. The credit agreement contains
various covenants that adjust over the term of the agreement. As of December 31, 2003, the Company was
in violation of certain of the financial covenants under this credit facility.

In March 2004, the Company signed an amendment to its credit agreement, which effectively

" extended the August 2003 credit agreement to April 1, 2005 and set new covenants for 2004 and the first
quarter of 2005. All other terms of the August 2003 credit agreement remained in effect. The covenants in
the amended credit agreement include the following: the Company may not make capital expenditures of
greater than $1,200,000 for 2004; the Company must maintain a minimum amount of EBITDA as defined
in the agreement on a cumulative basis as of the end of each quarter in 2004; and the Company must also
maintain cumulative monthly minimums of earnings and losses before income taxes and minority interest
for 2004 and the first quarter of 20035, The bank also waived all past covenant violations.

The Company also had a five-year note payable to the same bank bearing interest at 6.3% with
monthly payments of $100,000 plus interest through May 2003. This note was repaid in May 2003. The
balance at December 31, 2002 was $500,000.

The Industrial Revenue Bonds were issued in October 1997 under a capital lease agreement between
the county of Dodge, Nebraska and the Company to cover the expansion of the Fremont manufacturing
facility and acquisitions of related machine tools. The bonds are remarketed weekly and bear interest at a
market rate. The average effective interest rate was 1.3% and 1.7% in 2003 and 2002, respectively, The
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lease of the Fremont facility requires annual rental amortization payments of $400,000 plus interest
through October 2007. The Company has the option to purchase the property during the lease period, and
upon termination of the lease the Company will obtain title to the property. The Industrial Revenue Bonds
are collateralized by the property and equipment purchased form the bond proceeds. The bond payments
are guaranteed by a bank letter of credit that has an annual cost of .75% of the outstanding principal
balance of the bonds.

Borrowings under the revolving line of credit, term loan, and notes payable to a municipality are
collateralized by all domestic assets.

After giving consideration to the terms of the amended credit facility, aggregate annual principal
payments for long-term debt, including capital leases, are: 2004 — $2,067,019; 2005 — $18,560,909;
2006 — $412,323; 2007 — $407,501; 2008 — $205,362; and thereafter — $0.0.

(6) Leases

The Company has non-cancelable operating leases, primarily for automobiles, equipment, and sales
facilities. Rent expense for operating leases during 2003, 2002 and 2001 was $2,776,000, $2,649,000 and
$2,476,000, respectively.

Future minimum lease payments under non-cancelable operating leases for each of the next five years

are: 2004 — $2,571,000; 2005 — $1,984,000; 2006 — $1,306,000; 2007 — $623,000; 2008 — $291,000 and
thereafter — $23,000. :

(7) Other Non-Operating Income, Net

Non-operating income consists of the following:

2003 2002 2001
Interest iNCOME ... oo v it e e e e $ 65,868 $ 59,694 $117,005
Foreign currency exchange gain (loss).................... (72,003) 116,719 19,534
Miscellaneous, Net. . ...t e 103,113 2,734 78,159

$ 96,978  $179,147  $214,698

(8) Income Taxes

Income tax expense (benefit) attributable to earnings before income taxes and minority interest
consists of:

2003 2002 2001

Current:
Federal .. ..ot $(927,083) $ — 3 —
SHALE « o v e et e 16,928 20,000 20,000
Foreign . .....ooooi i 299,157 327,401 276,637

: (610,998) 347,401 296,637
Deferred . ......... J — . (94,000).  (20,000)
Total................ U . e $(610,998) $253,401  $276,637
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The rate of expected income tax expense (benefit) based on the U.S. statutory rate of (34%) differs
from the effective income tax rate as follows:

) 2003 2002 2001
Computed “expected” income taxrate .......................: .. (34.0)% (34.0)% (34.0)%
State taxes (net of federal income tax effect) ..................... 0.4) (6.9) (4.6)
Change in balance of valuation allowance allocated to income tax

BXPEIISE . . . vttt et e e e e e e 40.7 46.0 49.8
Reduction in income taXx réServe .. ..o vt ire i eenenn .. (32.3) —_ -
Unremitted foreign earnings and foreign tax rate differential ........ 82 . 1.8 7.1
AMT refund previously not benefited............................ (7.6) — —
Other Jtems, NEL . ...\ et et e e e e - (0.9) (2.0) 1.7
Effective income tax rate . ............ R o (263)%  4.9% 20.0%

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets
and deferred tax liabilities at December 31, 2003 and 2002 are as follows:

2003 2002

Deferred tax assets: .

Accounts receivable . . .. L $ 60,000 $ 91,000
Accrued compensation .......... . i 442,000 457,000
Warranty reserve ........... R N 73,000 74,000
Employee benefits accruals .. ..ot i i i 9,326,000 8,966,000
Tax credit carryforwards . .......... ... ... . i . 1,746,000 1,829,000
"Net operating loss carryforwards . ............ ... ccovivierinn.. 6,650,000 4,752,000
Other . .. e - 31,000 —
Total gross deferred tax assets ..................c.oo... [ERTR 18,328,000 16,169,000
Less valuation allowance .. . ... ... .. . i 13,433,000 12,216,000
Net deferred tax assets ................... .................. 4,895,000 3,953,000
Deferred tax liabilities:

Depreciation .. ......ii i e e 3,167,000 3,542,000
Inventonies ... 1,728,000 391,000
Other . . — 20,000
Total gross deferred tax hiabilities ............................. 4,895,000 3,953,000
Net deferred tax liability ... ....... e $ 0 $ -0

The valuation allowance for deferred tax assets as of January 1, 2002 was $6,195,000. The net change
in the total valuation allowance for the years ended December 31, 2003 and 2002 was an increase of
$1,217,000 and an increase of $6,021,000, respectively. In assessing the reliability of deferred tax assets,
management considers whether it is more likely than not that some portion or all of the deferred tax asset |
will not be realized. The ultimate realization of deferred tax assets is dependent upon the generation of
future taxable income during the periods in which those temporary differences become deductible.
Management considers the scheduled reversal of deferred tax liabilities, projected future.taxable income,
and tax planning strategies in making this assessment.
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A portion of the valuation allowance as of December 31, 2003 and 2002 reifates to a deferred tax asset
associated with the unfunded pension liability amount included in accumulated comprehensive loss in
shareholders’ equity. This amount totals $5,962,000 and $5,304,000 as of December 31, 2003 and 2002,
respectively. The change in valuation allowance related to accumulated other comprehensive loss was
$657,000, $3,666,000 and $5,402,000 in 2003, 2002 and 2001, respectively.

At December 31, 2003 the Company has a U.S. general business tax credit carryforward of
approximately $750,000, a Wisconsin tax credit carryforward of approximately $650,000, foreign tax credit
carryforward of approximately $32,000 and an AMT tax credit carryforward of approximately $300,000.
The U.S. business tax credits begin expiring in 2004 through 2018, of which $54,000 will expire in 2004.
The Wisconsin tax credits begin expiring in 2004 through 2018, of which $30,000 will expire in 2004. The
AMT tax credits may be carried forward indefinitely.

The Company also has a tax operating loss carry forward applicable to three foreign subsidiaries of
approximately $2,010,000 which can be carried forward indefinitely and a U.S. regular tax operating loss
carry forward of approximately $15,000,000 which will begin to expire in 2018. The Company also has an
AMT tax operating loss carry forward of approximately $13,500,000.

~ The unremitted earnings of the Company’s foreign subsidiaries, on which income taxes have not been
provided, are considered permanently invested and aggregated approximately $11,000,000 at December 31,
2003.

(9) Employee Benefit Plans

(A) Pension Plans

The Company has non-contributory defined benefit retirement plans covering substantially all
domestic employees. The plan covering salaried and management employees provides pension benefits that
are based on years of service and the employee’s compensation during the last ten years prior to
retirement. This plan was frozen on December 31, 2002. Benefits payable under this plan may be reduced
by benefits payable under The Oilgear Stock Retirement Plan (Stock Retirement Plan). The plan covering
hourly employees and union members generally provides benefits of stated amounts for each year of
service. The Company’s policy is to fund pension costs to conform to the Employee Retirement Income
Security Act of 1974.
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Unfunded employee retirement plan costs reflect the excess of the unfunded accumulated benefit
obligation over accrued pension cost. This is reflected as an adjustment to accumulated other
comprehensive loss in shareholders’ equity. Plan assets are primarily invested in The Oilgear Company
common stock (236,555 and 135,858 shares at December 31, 2003 and 2002, respectively), money market,
equity and long-term bond mutual funds. Data relative to 2003 and 2002 for our Domestic pension plans is
as follows:

Funded Status 2003 2002

Accumulated benefit obligation including vested benefits . ... .... $(29,300,000) $(26,000,000)
Excess of projected benefit obligation over accumulated benefit

obligation. . ... ... e — —

' Projected benefit obligation................. .. ... . ... ... .. (29,300,000)  (26,000,000)

Plan assets at fair value . . .. ....ooorrnoee e 17,900,000 15,300,000
Projected benefit obligation in excess of plan assets ............ (11,400,000)  (10,700,000)
Unrecognized net loss from past experience different from that ' ; '

assumed and effects of changes in assumptions .............. 18,300,000 18,700,000
Adjustment for additional minimum liability, reflected as

unfunded employee retirement plan costs . .................. (11,400,000)  (10,700,000)
Total accrued pension cost ............. .o, $(11,400,000) $(10,700,000)
Change in Plan Assets 2003 2002
Fair value of plan assets at beginning of year.................... $15,300,000 $18,600,000

Actual return on plan assets . ............ e 3,000,000 (2,900,000)

Employer contributions ...t i 600,000 1,500,000

Benefitspaid . . ... i (2,000,000)  (1,800,000)

Administrative eXpenses . ..........uuiettiririnriie e (100,000) (200,000)

Transfer from Stock Retirement Plan ........................ 1,100,000 100,000
Fair value of plan assets atend of year......................... $17,900,000  $15,300,000
Change in Projected Benefit Obligation 2003 2002
.Projected benefit obligation at beginning of year ............... $(26,000,000) $(25,700,000)
S EIVICE COSt. oo vt ittt e — (500,000)
Inferest COSt .. ... . i i (1,800,000) (1,900,000)
Benefits paid ... ........ooiuiii i e 2,000,000 1,800,000
Actuarial gain/(loss) ........... e (4,600,000) (2,600,600)
Curtailments . ..ot e — 2,800,000
Transfer from Stock Retirement Plan .. ...................... 1,100,000 100,000
Projected benefit obligation at end of year .................... $(29,300,000)  $(26,000,000)

31




THE OILGEAR COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Net pension expense under these plans for the year is comprised of the following:

) 2003 2002 2001

Service cost........... S S $ 0 $ 500,000 § 400,000
Interest cost on projected benefit obligation ......... 1,800,000 1,900,000 1,800,000
Return on plan assets ................... ... (1,300,000)  (1,800,000)  (2,000,000)
Net amortization and deferral of net transition

lability ... 1,200,000 900,000 500,000
Adjustment for curtailment....................... — (500,000) —
Net pension eXpense .......ovvvrreeeneennnenn... $1,700,000 $ 1,000,000 $ 700,000

The actuarial present value of the projected benefit obligation was determined using a weighted-
average discount rate of 6.50%, 7.00%, and 7.75% in 2003, 2002 and 2001, respectively. Rates of increase
in compensation levels are not applicable since the plan benefits are frozen, but there are projected
payments from the Stock Retirement Plan as outlined in the plan’s provisions. The expected long-term
rate of return used to measure plan assets was 8.75%, 8.90%, and 10.00% in 2003, 2002, and 2001,
respectively. The expected rate of return on the assets in the Stock Retirement Plan was 7.00%, 7.00%,
and 2.60% in 2003, 2002, and 2001, respectively.

The Company has a pension plan (UK Plan) for substantially all United Kingdom employees that
provides defined benefits based upon years of service and salary. This plan was frozen on December 31,
2002. Prior actuarial valuations of the UK Plan’s liability were less than the fair market value of the plan
assets. Data relative to 2003 and 2002 for the UK Plan is as follows:

Funded Status 2003 2002

Accumulated benefit obligation including vested benefits . ....... $(16,900,000) $(12,950,000)
Excess of projected benefit obligation over accumulated benefit

obligation. .. ... ... e (1,950,000) (1,450,000)
Projected benefit obligation............... ... . ... ... (18,850,000)  (14,400,000)
Plan assets at fair value. . ...... ... ... . i 12,450,000 9,900,000
Projected benefit obligation in excess of plan assets ............ (6,400,000) (4,500,000)
Adjustment for additional minimum liability, reflected as

unfunded employee retirement plan costs ................... (4/455,000) _ (3,050,000)
Total accrued pension cost ............. e $ (4,450,000) $ (3,050,000)

The actuarial present value of the projected benefit obligation was determined using a weighted-
average discount rate of 5.6% and 6.0% in 2003 and 2002, respectively. The expected long-term rate of
return used to measure the plan assets was 7.8% and 7.5% in 2003 and 2002, respectively. Pension expense
for the UK Plan was $585,000, $254,000 and $275,000 in 2003, 2002 and 2001, respectively.

The Stock Retirement Plan is a defined contribution plan covering substantially all domestic salaried
employees. The Stock Retirement Plan is noncontributory and provides for discretionary Company
contributions based on a percentage of defined earnings of eligible employees. Contributions of $1,100,000
and $100,000 contributions were made to the Stock Retirement Plan in 2003 and 2002, respectively. No
contributions were made to the Stock Retirement Plan in 2001. The Stock Retirement Plan owned
287,607 and 393,831 shares of the Company’s common stock as of December 31, 2003 and 2002,
respectively. Certain benefits payable under the Stock Retirement Plan serve to reduce benefits payable
under the non-contributory domestic defined benefit retirement plan referred to above.
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(B) Employee Savings Plans

The Company has an employee savings plan (Savings Plan), under which eligible domestic salaried
employees may elect, through payroll deduction, to defer from 1% to 50% of their base salary, subject to
certain limitations, on a pretax basis. The Company contributes 50% on the first 2% of employee
contributions and 25% on the next 3% of employee contributions. Contributions are placed in trust for
investment in defined funds, including a stock fund for investment in common stock of the Company. The
Savings Plan trustee may purchase for the stock fund the Company’s common stock, subject to certain
limitations, at a price equal to 80% of the previous month’s average low bid price. This discount is
considered an additional Company contribution to the Savings Plan in the year of purchase,

The amounts charged to expense under the Savings Plan, including the stock discount, were $220,000,
$245,000 and $285,000 in 2003, 2002 and 2001, respectively. The Savings Plan owned 445,670 and
402,213 shares of the Company’s common stock as of December 31, 2003 and 2002, respectively.

The Company also has the Oilgear Milwaukee Shop Savings Plan, under which eligible domestic
collective bargaining unit employees may elect, through payroll deduction, to defer from 1% to 50% of
their earnings, subject to certain limitations, on a pretax basis. The Company contributes an additional
10% on the first 5% of employee contributions. Contributions are placed in trust for investments in defined
funds. The amounts charged to expense were approximately $16,000, $15,000 and $18,000 in 2003, 2002
and 2001, respectively.

The Company has a savings plan called the Group Personal Pension Plan (the Plan) for eligible
United Kingdom employees. The minimum contribution requirement for employees joining the Plan is a
gross_contribution of 4% of base salary. The maximum contribution is set by the Inland Revenue and
depends on the participant’s age. The Company pays an amount equal to 4.0% of base salary on March 6
of each year. The Company also pays the cost of the death benefit (two and one half times a participant’s
base salary) provided under the plan. The expense for this Plan was $20,000, $22,000 and $17,000 in 2003,
2002 and 2001, respectively.

(C) Employee Stock Purchase Plan

The Company has a key employee stock purchase plan under which shares of common stock may be
sold to key employees under restricted sales agreements. The shares are sold at the market price at the
time of the sale. One-half of the purchase price is payable under a 5% promissory note over a three-year
period. The Company forgives the last remaining portion of the purchase price over a three-year period,
beginning the year in which the first half is repaid, if employment has continued. In 2002 and 2001, the
Company sold an aggregate of 11,000 and 5,100, respectively, of shares of its common stock under the
Plan. The purchase price paid for each share was $7.92 and $9.79 for years 2002 and 2001, respectively,
which was the market bid price on the date of purchase. The anticipated compensation element of the
" shares sold, represented by the potential forgiveness of the last one-half of the purchase price is charged to
operations on the straight-line basis over the life of the related note. The amounts charged to operations
were $33,000, $38,000 and $42,000 in 2003, 2002 and 2001, respectively.

(D) Stock Option Plan

The Oilgear Company 1992 Stock Option Plan (Option Plan) originally provided for the issuance of
both incentive stock options and nonqualified stock options to purchase up to 150,000 shares of common
stock. At the May 13, 2003 annual meeting, the Company’s shareholders approved an amendment to the
Option Plan that extended the term of the Option Plan until December 11, 2012, increased the aggregate
number of shares available for option grants to 200,000, and eliminated the ability to grant replacement
options. Eligibility for participation in the Option Plan is determined by the Compensation Committee of
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the Board of Directors (Committee). The exercise price of the options is determined by the Committee,
but must be greater than or equal to the fair market value of the Company’s common stock at the date
the option is granted. All stock options have five-year terms and vest incrementally, becoming fully
exercisable after three years from the date of grant. The Committee establishes the period or periods of
time within which the option may be exercised within the parameters of the Option Plan document.

A summary of stock option activity related to the Company’s plan is as follows:
Weightéd average

- Number of Shares price per share
Outstanding at January 1,2001 ....................... 103,429 - $°9.46
Granted . ... e 22,828 $ 9.03
Exercised ... i (3,128) $ 7.32
Canceled and available for reissue ....................... (22,061) $ 9.17
Outstanding at December 31, 2001 ...................... 101,068 - - $9.49
Granted . ... .. 125,251 $ 311
Exercised ......cooviii e (336) $ 7.13
Canceled and available for reissue ....................... 1(27,248) $12.91
Outstanding at December 31,2002 ...................... 98,735 $ 6.92
Granted . ... e 30,000 $ 2.50
Exercised ............. ... ... ... e e 0 —
Canceled and available for reissue ................... (3,253) $14.41
Outstanding at December 31,2003 .................. 125,482 $ 5.67
Range of exercise prices of options outstanding at
December 31,2003......... ... ... . i — $2.50 — $11.00
Options available for grant at December 31, 2003 .......... 25,462
Other information regarding the Company’s stock option plan is as follows:
2003 2002 2001
Options exercisable at end of year .......................... 77,285 54,710 55,819
Weighted-average exercise price of exercisable options ......... $ 707 $ 822 $ 1057
Weighted-average fair value of options granted during year ... .. 0.85 0.81 - 1.73

At December 31, 2003, the weighted-average remaining contractual lives of stock options outstanding
is approximately 2.6 years. '

(E) i)irectors’ Stock Plan

The Oilgear Company Directors’ Stock Plan provides for directors of Oilgear who are eligible to
receive directors’ fees to receive Oilgear common stock in lieu of all or part of their directors’ fees. There
are 15,000 shares authorized for issuance under the plan, of which 2,500 shares were issued in each of
2003, 2002, and 2001. As of December 31, 2003, 1,625 shares remain available for issuance.

(F) Post-Retirement Health Care and Life Insurance Benefits

In addition to providing pension benefits, the Company provides certain health care and life insurance
benefits for retired domestic employees. All non-bargaining unit domestic employees who were eligible to
receive retiree health care benefits as of December 31, 1991 are eligible to receive a health care credit
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based upon a defined formula or a percentage multiplied by the Medicare eligible premium. Non-
bargaining unit domestic employees hired subsequent to, or ineligible at December 31, 1991, will receive
no future retiree health care benefits. Beginning February 22, 1996, active bargaining unit domestic
employees are provided retiree health care benefits up to the amount of credits each employee
accumulates during his or her employment with the Company. All bargaining unit domestic retirees after
February 22, 1996 are provided retiree health care benefits in accordance with the employment agreement
at the time of their retirement. Employees terminating their employment prior to normal retirement age
forfeit their rights, if any, to receive health care and life insurance benefits.

The post-retiremént health care and life insurance benefits are 100% funded by the Company on a
pay as you go basis There are no assets in these plans.

The following table presents the plan’s funded status reconciled with amounts recogmzed in the
Company’s consolidated balance sheets at December 31, 2003 and 2002:;

2003 2002
-Accumulated post-retirement benefit obligation.................. $(7,120,000) $(7,450,000)
‘Plan assets-fair value . ....................... e - -
Accumulated post—retirement benefit obligation in excess of plan
assets ..... S (7,120,000)  (7,450,000)
Unrecognized prior SErviCe COSt . ..o vueir e ieiae e (100,000) {200,000)
"Unrecognized net ain. . .......uruur i (980,000) _(1,450,000)
Net amount recognized . .................. e $(8,200,000) $(9,100,000)
The following table presents the plan’s changes in accumulated post-retirement benefit obligation.
, 2003 2002
Accumulated post-retirement benefit in excess of plan assets at
beginning of year ........... . i e $(7,450,000) $(6,450,000)
Service cost........ e (65,000) (60,000)
Interest €OSt ....coovrn e e e (500,000) (477,000)
Benefits paid . . . .. [ 635,000 580,000
Actuarial gain (loss) ... (335,000)  (1,469,000)
Curtailments and settlements ................... ... .. 595,000 426,000
Accumulated post-retirement benefit obligation in excess of plan :
assetsatendof year ......... ... .. il i $(7,120,000) $(7,450,000)
Net periodié post-retirement benefit cost includes the following components:
' 2003 2002 2001
SEIVICE COSE .. v v vttt e $ 65000 $ 60,000 $ 61,000
Interest COSt . o vttt 500,000 477,000 456,000
Net amgirtizgtion and deferral ............. ... ... ... (175,000  (350,000)  (442,000)
Net periodic post-retirement benefit cost............... $ 390,000 § 187,000 $ 75,000

" For measurement purposes, the following health care cost assumptions were made:

* For all retiree and active groups, health care costs increase at a rate of 11.0% in 2004, grading down
to a rate of 5.0% in year 2010 and thereafter.
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The health care cost trend rate assumption has a significant effect on the amounts reported. For
example, increasing the assumed health care cost trend rates by one percentage point in each year would
increase the accumulated post-retirement benefit obligation as of December 31, 2003 by $139,000 and the
aggregate of the service and interest cost components of net periodic post-retirement cost for the year
ended December 31, 2003 by $12,000. Decreasing the assumed health care cost trend rates by one
percentage point in each year would decrease the accumulated post-retirement benefit obligation as of
December 31, 2003 by $137,000 and the aggregate of the service and interest cost components of net
periodic post-retirement cost for the year ended December 31, 2003 by $11,000. The weighted-average
discount rate used in determining the accumulated post-retirement benefit obligation was 6.50%, 7.00%,
and 8.00% at December 31, 2003, 2002, and 2001, respectively.

(9) Fair Value of Financial Instruments

The following methods and assumptions were used by the Company In estlmatmg the fair value of
financial instruments as of December 31, 2003 and 2002:

Short-term Borrowings and Long-term Debt:

The carrying amounts of the Company’s short-term borrowings, its revolving loan agreements and
variable rate long-term debt instruments as reported in notes 4 and 5 approximate their fair value, The fair
value of the Company’s other long-term debt is estimated using discounted cash flow analyses, based on
the Company’s current incremental borrowing rates for similar types of borrowing arrangements. The
carrying amounts of other long-term debt as reported in note 5 approximate their fair value. -

Other Financial Instruments:

The carrying amounts reported in the consolidated balance sheets for cash and cash equivalents, trade
accounts receivable, accounts payable and notes receivable from employees approximate their fair value.

(11) Commitments and Contingencies

The Company is a defendant in several product liability actions which management believes are
adequately covered by insurance.

The Company has approximately $4,000,000 and $7,900,000 in open bank guarantees, letters of credit
and insurance bonds covering our performance of contracts and down payment guarantees to our customers
in the European and International segments at December 31, 2003 and 2002, respectively.

(12) Costs Associated with Exit Activities

During 2003, the Company recorded charges related to (i) a downsizing of the corporate staff and
(ii) additional costs to move the manufacturing formerly performed in Longview, Texas to Milwaukee,
Wisconsin. The amount recorded includes $235,000 of employee termination benefits for 15 notified
employees and $61,000 for moving expenses. Approximately $78,000 and $218,000 of these charges were
recorded in cost of sales and selling, general and administrative expenses, respectively.

During 2002, the Company recorded charges related to (i) a downsizing of the corporate staff, (ii) a
closing of the Longview, Texas facility, (iii) a write-off of non-strategic assets. The amount recorded
includes $298,000 of employee termination benefits for 22 notified employees, $85,000 for moving expenses
and $456,000 of asset write-offs. Approximately $372,000 and $467,000 of these charges were recorded i in
costs of sales and selling, general and administrative expenses, respectively.
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During 2001, the Company recorded charges related to (i) an early retirement program, (ii) a
downsizing of the corporate staff, (iii) a closing of the Novi, Michigan facility, (iv) the write-off of non-
..-strategic assets and downsizing at the Leeds, England facility. The amount recorded includes $480,000 of
employee early retirement and termination benefits for 28 notified employees, $120,000 for abandoned
leased facility expenses and $374,000 of equipment, inventory and other asset write-offs. Approximately,
$647,000 and $326,000 of these charges-were recorded in cost of sales and selling, general and
administrative expenses, respectively.

Employee
Termination

Benefits Other Costs Total
Expense accrued .......oovin i $ 480,000 § 494,000 § 974,000
Non-cash charges ...........ooiiiieiineiinennn.ns. — (324,000)  (324,000)
Cash expenditures .. ........ ..., {380,000) (15,000)  (395,000)
Balance December 31,2001 ............ ... ... ...... $ 100,000 155,000 255,000
Expense accrued .. ...........ooiiniiiii 298,000 541,000 839,000
Non-cash charges .................coiviiiinian... — (456,000)  (456,000)
Cash expenditur¢s .................................. (187,000)  (240,000)  (427,000)
Balance December 31,2002 ........ ... ... .. ... ... $ 211,000 - 211,000
Expense accrued ....... ... ... ... .. il 235,000 61,000 296,000
Non-cash charges’ ,
Cash expenditures. . ...... ..o, (446,000) (61,000)  (507,000)
Balance December 31,2003 ............... ... ... .... $ — 3 — 3 —
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The management of The Oilgear Company is responsible for the integrity and objectivity of the
financial information presented in this annual report. The consolidated financial statements have been
prepared in accordance with accounting principles generally accepted in the United States of America,
applying best estimates and judgments as required.

The Oilgear Company maintains a system of internal accounting controls designed to provide
reasonable assurance for the safeguarding of the Company’s assets and the reliability of financial records.
Essential elements of this system are the selection of qualified personnel, appropriate division of
responsibilities, communication of policies and procedures, and appropriate follow-up by management.
Management believes that this system provides reasonable assurance that transactions are executed in
accordance with management’s authority and that they are properly recorded.

KMPG LLP is the firm of independent auditors retained to express their opinion as to whether the
consolidated financial statements present fairly, in all material respects, the financial position, results of
operations and cash flows of The Oilgear Company. Their audit procedures include tests of selected
transactions, and other audit procedures. ' ‘ '

The Audit Committee of the Board of Directors meets with the independent auditors and the
Company’s management to review the scope and findings of the audit, review the Company’s system of
internal control, and review other accounting and financial matters. The Company will continue to conduct
its business affairs in accordance with the highest ethical standards.

/s!/ DAvib A ZUEGE

David A. Zuege
President and Chief Executive Officer

/s/ T.J. PRICE

T.J. Price
Vice President, Chief Financial
Officer and Secretary
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The Board of Directors
The Oilgear Company:

We have audited the accompanying consolidated balance sheets of The Oilgear Company and
subsidiaries as of December 31, 2003 and 2002, and the related consolidated statements of operations and
shareholders’ equity, comprehensive income (loss), and cash flows for each of the years in the three-year
period ended December 31, 2003. These consolidated financial statements are the responsibility of the
Company’s management. Qur responsibility is to express.an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
agsurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in ail material
respects, the financial position of The Oilgear Company and subsidiaries as of December 31, 2003 and
2002, and the results of their operations and their cash flows for each of the years in the three-year period
ended December 31, 2003, in conformity with accounting principles generally accepted in the United
States of America.

/s/  KPMG LLP

KPMG LLP

Milwaukee, Wisconsin
March 12, 2004, except as to footnote 5, which is as of March 30, 2004.




Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

Not applicable.

Item 9A. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

The Company’s management, under the supervision and with the participation of the Chief Executive
Officer and Chief Financial Officer, has evaluated the effectiveness of the Company’s disclosure controls
and procedures (as such term is defined in rules 13a-15(e) and 15d-15(e) under the Securities Exchange
Act of 1934, as amended (the “Exchange Act”)) as of the end of the period covered by this report. Based
on the evaluation, the Chief Executive Officer and the Chief Financial Officer have concluded that, as of
the end of such period, the Company’s disclosure controls and procedures are adequate and effective in
recording, processing, summarizing and reportmg, on a timely basis, information requlred to be disclosed
by the Company in the reports that it files or submits under the Exchange Act.

Change in Internal Controls

There have not been any changes in the Company’s internal control over financial reporting (as such
term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) during the fiscal quarter to which this
report relates that have materially affected, or are reasonably likely to materially affect, the Company’s
internal control over financial reporting.

PART III

Item 10. Directors and Executive Officers of the Rtegistmnt.

Incorporated by reference to “Election of Directors” and “Section 16(a) Beneficial Ownership
Reporting Compliance” in the Registrant’s Proxy Statement for its Annual Meeting of Shareholders on
May 11, 2004 (“2004 Annual Meeting Proxy Statement”), and “Executive Ofﬁcers of the Reg1strant” in
Part [ hereof.

Item 11. Executive Compensation.

Incorporated by reference to “Executive Compensation” and “Compensation Committee Interlocks
and Insider Participation” in the 2004 Annual Meeting Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

Incorporated by reference to “Security Ownership of Certain Beneficial Owners and Management”
and “Executive Compensation” in the 2004 Annual Meeting Proxy- Statement.

Item 13. Certain Relationships and Related Transactions.

Not applicable.

Item 14. Principal Accountant Fees and Services.

Incorporated by reference to “Audit Committee — Pre-Approval Policy” and “Audlt Committee —
Audit and Non-Audit Fees” in the 2004 Annual Meeting Proxy Statement.
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PART IV

Item 18. Exhibits, Financial Statement Schedules, and Reports on Form 8-K.
(a) Documents filed:
1. Financial Statements and Report of Independent Auditors Included in Part II of this Report.

Consolidated Statements of Operations and Shareholders’ Equity for each of the three years ended
December 31, 2003.

Consolidated Balance Sheets as of December 31, 2003 and 2002.
Consolidated Statements of Cash Flows for each of the three years ended December 31, 2003.

Consolidated Statements of Comprehensive Income (Loss) for each of the three years ended
December 31, 2003.

Notes to Consolidated Financial Statements.
Independent Auditors’ Report. ’
2. Financial Statement Schedules Included in Part IV of this Report.

Schedule 11 — Valuation and Qualifying Accounts for each of the years ended December 31, 2003,
2002 and 2001.

Independent Auditors’ Report.
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THE OILGEAR COMPANY AND SUBSIDIARIES
SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS

Years ended December 31, 2003, 2002 and 2001

Charged Amounts
Balance at to Costs Written Off Balance at
Beginning and Other Net of End of
of Year Expenses Adjustments (1) Reécoveries Year
Allowances for losses from
obsolescence which are deducted
on the balance sheet from
inventories
Year ended December 31, 2003 ... .. $3,203,490 $393,038 $212,016 $(519,185) $3,289,359
Year ended December 31, 2002, . ... $2,599,671 - $605,8372 $178,120 -~ §(180,173) $3,203490 T
Year ended December 31, 2001 ... .. $2,561,548  $493,759 $(49,537) $(406,099) $2,599,671

THE OILGEAR COMPANY AND SUBSIDIARIES
SCHEDULE If — VALUATION AND QUALIFYING ACCOUNTS

Years ended December 31, 2003, 2002 and- 2001 - -~ -~ — - - - -

AChar_ged” " Amounts
Balance at to Costs Written Off Balance at
Beginning and Other Net of End of
of Year Expenses Adjustments(1) Recoveries Year
Allowances for losses in collection which
is deducted on the balance sheet from
accounts receivable
Year ended December 31, 2003 ........ $259,107  $205,970 $ 4,702 $(219,867) $249,903
Year ended December 31, 2002 ........ $211,595 $601,820 $ 10,226 $(564,934) $259.107
Year ended December 31, 2001 ........ $931,560  $(35,392) $(19,019) $(665,154) $211,995
THE OILGEAR COMPANY AND SUBSIDIARIES
SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS
Years ended December 31, 2003, 2002 and 2001
Charged Amounts
Balance at to Costs Written Off Balance at
Beginning -and Other Net of End of
of Year Expenses Adjustments(1) Recaveries Year
Allowances for losses from warranty
which are included on the balance
sheet in other accrued expenses
Year ended December 31, 2003 ........ $349,140  $815,993 $27,749 $(841,901) $370,981
Year ended December 31, 2002 ........ $290,659  $490,165 $ 8,481 $(440,165) $349,140
Year ended December 31, 2001 ........ $445,496  $365,448 $(4,837) $(515,448) $290,659

(1) Includes adjustments due to foreign currency translation.
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‘Milwaukee, Wisconsin

INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Shareholders
The Oilgear Company:

Under date of March 12, 2004, except as to footnote 5, which is as of March 30, 2004, we reported
on the consolidated balance sheets of The Oilgear Company and subsidiaries as of December 31, 2003 and
2002, and the related consolidated statements of operations and shareholders’ equity, comprehensive
income (loss), and cash flows for each of the years in the three-year period ended December 31, 2003,
which are included herein. In connection with our audits of the aforementioned consolidated financial
statements, we also audited the related financial statement Schedule II: Valuation and Qualifying
Accounts, included in Part IV of this report. This financial statement schedule is the responsibility of the
Company’s management. Our responsibility is to express an opinion on this financial statement schedule
based on our audits.

In our opinion, such financial statement schedule, when considered in relation to the basic
consolidated financial statements taken as a whole, presents fairly, in all material respects, the information
set forth therein.

/s/ KPMGLLP

KPMG LLP

March 12, 2004, except as to footnote 5 of the consolidated financial statements, which is as of March 30,
2004 ' '

3. Exhibits. See Exhibit Index included as the last part of this report, which index is incorporated
herein by reference. Each management contract or compensatory plan or arrangement required to be filed
as an exhibit to this report is identified in the Exhibit Index by two asterisks preceding its exhibit number.

(b) Reports on Form 8-K.

On November 19, 2003, the Company furnished a Current Report on Form 8-K providing the public
disclosure of its third quarter and year-to-date financial results.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized. '

THE OILGEAR COMPANY (Registrant)

By /s/ THOMAS J. PRICE

Thomas J. Price
Vice President — Chief Financial Officer
and Corporate Secretary

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person whose signature appears below
constitutes and appoints David A. Zuege and Thomas J. Price, and each of them, his true and lawful
attorneys-in-fact and agents, with full power of substitution and resubstitution, for him and in his name,
place and stead, in any and all capacities, to sign any and all amendments to this report, and to file the

" same, with all exhibits thereto, and other documents in connection therewith, with the Securities and
Exchange Commission, granting unto said attorneys-in-fact and agents, and each of them, full power and
authority to do and perform each and every act and thing requisite and necessary to be done in and about
the premises, as fully to all intents and purposes as he might or could do in person, hereby ratifying and
confirming all that said attorneys-in-fact and agents or any of them, or their substitutes, may lawfully do or
cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates
indicated.*

Name

/s/ DAvVID A. ZUEGE

David A. Zuege

/s/  TaHoMas J. PrRICE

Thomas J. Price

/s/ DaLE C. BoYkE

Dale C. Boyke

/s/ TrHOMAS L. MISIAK

Thomas L. Misiak

/s/ ROBERT D. DRAKE

Robert D. Drake

Title

President and Chief Executive Officer
(Principal Executive Officer) and Director

Vice President — Chief Financial Officer and
Secretary (Principal Financial Officer
and Principal Accounting Officer)

Director
Director
Director
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Name Title

/s/  HUBERT BURSCH Director
Hubert Bursch

/s/ FRANK L. SCHMIT Director
Frank L. Schmit

/s/  MicHAEL H. Joyce Director
Michael H. Joyce

/s/ ROGER H. SCHROEDER : Director
Roger H. Schroeder

/s/  MicHAEL C. SIPEX Director
Michael C. Sipek

* Each of these signatures is affixed as of March 30, 2004.
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Exhibit
Filed
Number
Herewith

31

32

*4
4.1

**10.1

**10.2(a)

(b)
(¢)
*%10.3(a)

(b)

*%10.4(a)
(b)
(c)

(d)

THE OILGEAR COMPANY
(THE “REGISTRANT”)
(COMMISSION FILE NO. 000-00822)
* % % % %
EXHIBIT INDEX
2003 ANNUAL REPORT ON FORM 10-K

Description

Restated Articles of Incorporation of
The Oilgear Company (as adopted
March 18, 1969}

Bylaws of The Oilgear Company (as
amended and restated by the Board of
Directors, effective January 1, 1992, to
reflect the revised Wisconsin Business
Corporation Law)

Fifth Amended and Restated Credit
Agreement between The Oilgear
Company and M&I Marshall' & Ilsley
Bank dated as of March 31, 2003,

The Oilgear Company Key Employee
Stock Purchase Plan, as amended and
restated September 6, 1990 (“1990
10-K”)

The Oilgear Company Retirement
Benefits Equalization Plan, effective as
of March 1, 1991

Amendment to The Oilgear Company
Retirement Benefits Equalization Plan
adopted on December 13, 1995

Amendment to The Oilgear Company
Retirement Benefits Equalization Plan
adopted on December 13, 2001

Oilgear Profit Sharing Program for
Corporate Officers and Executives, as
amended effective January 1, 1993

Oilgear Variable Compensation
Program

Form of Deferred Compensation
Agreement with certain directors
(December 8, 1971)

The Oilgear Company Deferred
Directors’ Fee Plan, as amended and
restated December 14, 1983

Amendment to The Oilgear Company
Deferred Directors’ Fee Plan adopted
on December 11, 1991

Amendment to The Oilgear Company
Deferred Directors’ Fee Plan adopted
on December 13, 2001

Incorporated Herein by Reference to:

Exhibit 3.1 to Registrant’s 10-K for
year ended December 31, 1994 (1994
10-K”)

Exhibit 3.2 to Registrant’s 10-K for
year ended December 31, 1991 (*1991
10-K”)

Exhibit 10.5(a) to Registrant’s 10-K
for year ended December 31, 1990

Exhibit 10.6 to 1990 10-K

Exhibit 10.3(b) to Registrant’s 10-K

for year ended December 31, (1995
10-K”)

Exhibit 10.4(c) to Registrant’s 10-K
for year ended December 31, 2001

Exhibit 10.4(b) to Registrant’s 10-K
for year ended December 31, 1992

Exhibit 10.4(b) to 1994 10-K

Exhibit 10.9 to Registrant’s 10-K for
year ended December 31, 1980

Exhibit 10.9(b) to Registrant’s 10-K
for year ended December 31, 1983

Exhibit 10.5(¢) to 1995 10-K

Exhibit 10.9(d) to 10-K Registrant’s
10-K for year ended December 31,
2001

Filed
Herewith




Exhibit
Filed
Number
-Herewith

**10.5

*£10.6(a)

(b)

**10.7

10.8

(a)

(b)

(c)

. (d)

(e)

**10.9

*#%10.10

21
23
24

Description

The Oilgear Company 1992 Stock
Option Plan

The Oilgear Company Directors’ Stock
Plan

The Oilgear Company Amended and
Restated Directors’ Stock Plan

Consulting and Deferred Compensation
Agreement between Otto F. Klieve and
The Qilgear Company, dated as of
January 1, 1996

Agreements executed by The Oilgear
Company in connection with an
industrial revenue bond issue by
County of Dodge, Nebraska:

Lease Agreement between County of
Dodge, Nebraska as Lessor, and The
Oilgear Company, as Lessee, dated as
of October 1, 1997

Building Improvement Lease from The

Oilgear Company, as Lessor, to County

of Dodge, Nebraska, as Lessee, dated
as of October 1, 1997

Bond Guaranty Agreement by The
Oilgear Company to Norwest Bank
Wisconsin, National Association, as
Trustee and Paying Agent, dated as of
October 1, 1997 : .

_Credit Agreement by and between The . _

Oilgear Company and M&1
Marshall & Ilsley Bank, dated as of
October 1, 1997

Tax Regulatory Agreement among
Norwest Bank Wisconsin, National
Association, as Trustee, County of
Dodge, Nebraska, as Issuer, and The
Oilgear Company, as Borrower, dated
as of October 1, 1997

Change of Control Agreement by and
between The Oilgear Company and
David A. Zuege, dated as of
December 8, 2003

Change of Control Agreement by and
between The Oilgear Company and
Thomas J. Price, dated as of
December 8, 2003

Subsidiaries of The Oilgear Company
Consent of KPMG LLP

Power of Attorney Signatures Page in
this Report

. Filed
Incorporated Herein by Reference to: - -Herewith -
Exhibit A to Registrant’s 1993 Annual
Meeting Proxy Statement dated
March 26, 1993
Exhibit 10.7 to Registrant’s 10-K for
year ended December 31, 1993
Exhibit 10.7(b) to 1994 10-K
Exhibit 10.8 to 1995 10-K
Exhibit 10.9(a) to 1997 10-K
Exhibit 10.9(b) to 1997 10-K
Exhibit 10.9(c) to 1997 10-K
Exhibit.10.9.(d)_to_1997_10-K
Exhibit 10.9(e) to 1997 10-K
X
X
X
X



Exhibit
Filed
Number

Herewith

311

31.2

..32.1

322

* Pursuant to Item 601(b)(4) (iii) (A) of Regulation S-K, the Registrant agrees to furnish to the

Description

Certification pursuant to

Rule 13a-14(a) or 15d-14(a), as
adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 (CEO)
Certification pursuant to

Rule 13a-14(a) or 15d-14(a), as
adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 (CEO)
Certification Pursuant to 18

U.S.C. Section 1350 (CEO)
Certification Pursuant to 18

U.S.C. Section 1350 (CEO)

Incorporated Herein by Reference to:

Filed
Herewith

X

Securities and Exchange Commission, upon request, a copy of any unfiled instrument with respect to
long-term debt.

** Management contracts and executive compensation plans or arrangements required to be filed as
exhibits pursuant to Item 14(c) of Form 10-K.




Executive Officers

DALE C. BOYKE
Vice President —
Marketing and Sales

HUBERT BURSCH
Vice President —
European Operations

ROBERT D. DRAKE
Vice President —
International Operations

THOMAS ]. PRICE
Vice President — Chief
Financial Officer and
Secretary

DAVID A. ZUEGE
President and Chief
Executive Officer

Board of Directors

DALE C. BOYKE

Vice President —
Marketing and Sales
The Oilgear Company

HUBERT BURSCH
Vice President —
European Operations
The Oilgear Company

ROBERT D. DRAKE
Vice President —
International Operations
The Oilgear Company

Honorary Directors

ROGER G. DELONG
Retired

CARL L. GOSWEHR
Retired Chairman of the
Board

The Oilgear Company

OTTO E KLIEVE
Retired President and
Chief Executive Officer
The Oilgear Company

EDWARD NEUWIRTH
Retired

Corporation Information

CORPORATE
HEADQUARTERS

The Oilgear Company
2300 South 51st Street
Milwaukee, W] USA
53219

(414) 327-1700

MICHAEL H. JOYCE (1,2,

President and Chief
Operating Officer

Twin Disc, Incorporated
(Manufacturer)

Racine, Wisconsin

THOMAS L. MISIAK (3,4
Retired President

The Falk Corporation,
Subsidiary of United
Technology Corporation
(Manufacturer)
Milwaukee, Wisconsin

STOCK EXCHANGE
LISTING

NASDAQ Small Cap
Stock Market
Symbol: OLGR

INDEPENDENT
CERTIFIED PUBLIC
ACCOUNTANTS
KPMG LLP
Milwaukee, Wisconsin

LEGAL COUNSEL
Quarles & Brady LLP
Milwaukee, Wisconsin

TRANSFER AGENT & -

REGISTRAR

Wells Fargo, N.A.
Shareowner Services
161 North Concord
Exchange

South St. Paul, MN
55075

(800) 468-9716

FRANK L. SCHMIT (1, 2, 3)

SHAREHOLDER/INVESTOR
INFORMATION CONTACT

For additional information on the
Company, please contact the
shareholder services department
at the Company address or contact
us at http://www.oilgear.com on
the Internet.

ANNUAL MEETING

The annual meeting of the
shareholders will be held at the
offices of the Company at 2300
South 51st Street, Milwaukee,
Wisconsin, at 2:00 PM. on
May 11, 2004.

MICHAEL C. SIPEK (1,2, %)
President and Chief

Retired Chairman of the Board
and Chief Executive Officer
Water Pollution Control Corp.
(Producer of Wastewater
Treatment Equipment)
Milwaukee, Wisconsin

ROGER H. SCHROEDER (1)
Financial Consultant,
Retired Tax Partner

KPMG LLP

(Accounting Firm)

Mequon, Wisconsin

Executive Officer
Western Industries-
(Manufacturer)
Milwaukee, Wisconsin

DAVID A. ZUEGE ()

President and Chief
Executive Officer
The Oilgear Company

(1) Member of Audit Committee

(2) Member of Executive Committee

(3) Member of Compensation Committee
(4) Member of Nominating Committee




Australia
Oilgear Towler Australia Pty. Lid.

Brazil
Oilgear do Brazil Hydraulica Ltda.

Canada
Oilgear Canada Inc.

France
Oilgear Towler S.A.

Germany
Oilgear Towler GmbH

India
Oilgear Towler Polydron Pvt. Lid.
Towler Enterprise Pvt. Ltd.

Italy
Oilgear Towler S.r.l.
Ol
I 2300 South 51st Street
Milwaukee, Wl USA 53219
Japan

Oilgear Towler Japan Company

Korea
Oilgear Towler Korea Ltd.

Mexico
Oilgear Mexicana S.A. de C.V.

Spain
Oilgear Towler S.A.

Taiwan
Oilgear Towler Taiwan Co. Ltd.

United Kingdom
Qilgear Towler Ltd.

W Out of respect for our environment
‘ Oilgear is printing this annual report
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